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A Financial Notebook 





Reflation under Way ? 

THE statistical evidence coming to 
hand in the past month suggests 
that the economy, which had been 
sagging almost continuously since 
March, ‘bottomed out” in Sep- 
tember. ‘The evidence, admittedly, 
is not conclusive. It rests mainly 
upon the rise in the official index of 
industrial production in October and 
November, the small, contra-seasonal 
fall in unemployment between mid- 
November and mid-December, and 
the increase in imports of raw ma- 
terials in the last quarter of the year. 

Last month the Governor of the 
Bank of England, speaking to the 
Leeds Chamber of Commerce, 
would go no further than to observe 
that “‘ downward trends have to 
some extent flattened out and, though 
there are still soft patches, here and 
there one sees signs of a gradual 
pick-up ’’. Bank rate, he added, was 
now “ comfortably poised at a level 
from which we can move in either 
direction, upwards or downwards, 
as circumstances may require ”’. 

It is clear that the impetus towards 
re-expansion has come from con- 
sumer spending. Retail sales, which 
in the third quarter of the year were 
running barely 1 per cent higher 
than in the same months of 1957, 
were 5 per cent higher on the year 
in the fourth quarter. The bulk of 
this increase, moreover, was attri- 
butable to a greater volume of trade 
and did not merely reflect higher 
prices in the shops. 

This sharp increase in retail sales, 


which was particularly marked in 
sales of furniture and household 
appliances, was largely the result of 
the relaxation of restrictions on hire- 
purchase transactions in September 
and their final removal at the end of 
October. Hire-purchase debt out- 
standing rose by no less than {£38 
millions to £565 millions in Novem- 
ber, by far the biggest monthly in- 
crease ever recorded. [Even this 
understated the real expansion in 
consumer credit since the rapidly 
increasing proportion of that credit 
supplied direct by the banks is not 
included in the official statistics. 


Prospects for 1959 


Expenditure by consumers is likely 
to remain the most powerful expan- 
sionary influence on the economy 
this year. Investment shows no sign 
yet of recovering, and in the next 
few months it seems likely to remain 
fairly constant, the small decline in 
the private sector being offset by a 
rise in the public sector. 

As in 1958, the two great un- 
knowns in the equation are exports 
and stocks. Exports rose quite 
sharply in October and November, 
but fell back in December. Their 
average monthly rate in the fourth 
quarter of the year, however, was 
about 14 per cent below the rate in 
the same months of 1957, whereas 
in the preceding four months the 
shortfall had been 6 per cent. 

The outlook for stocks is even 
more obscure. The markedly slower 
rate of stock accumulation was the 











main source of last year’s recession. 
In the second half of the year there 
may in fact have been a net reduction 
in total stocks. This was certainly 
true of stocks of steel and coal, and 
the continued depression of those 
two key industries contrasts strikingly 
with the buoyancy of many consumer 
trades. The pace of recovery in the 
next few months will depend largely 
on whether the recent quickening of 
industrial activity and the greater 
availability of credit cause manufac- 
turers and traders to replenish their 
stocks. 

The present scope for expansion 
is discussed at length by the National 
Institute of Economic and Social 
Research in the first number of its 
new Economic Review.* It concludes 
that the current margin of excess 
capacity and labour in_ Britain 
“should readily permit a rise in 
industrial production of 10 to 15 
per cent in about two years’. Such 
an expansion, it argues, should be 
possible without any appreciable in- 
crease in domestic costs or in import 
prices, though it would almost cer- 
tainly reduce the surplus 1n Britain’s 
balance of payments. It estimates 
that surplus at £500 millions for the 
whole of 1958 and forecasts a drop 
in 1959 to “more normal propor- 
tions, say, £200-300 millions ”’. 


Sterling after C-Day 

The performance of sterling in 
the foreign exchange markets last 
month left no doubt that the be- 
stowal of formal convertibility, the 
wider implications of which are dis- 
cussed in articles on pages 75 and 82, 
had been read overseas as a_ bull 
point for the pound. On the eve 
of the Christmas holiday Ameri- 
can account sterling had stood at 
$2.80 7. and transferable sterling at 
$2.79%. The unified rate for all 

* To be published every two months. 
Annual subscription £2. 





current sterling held by foreigners 
opened on December 29 at $2.804. 
The initial nervousness quickly sub- 
sided and the rate began to climb 
steadily, reaching $2.81 in the last 
week of January. 

This rise was helped by substantial 
purchases of sterling in connection 
with the take-over bid for British 
Aluminium and by the inflow of 
some short-term funds from the 
continent that were not covered 
forward. At times during the 
month the exchange authorities are 
believed to have been quite heavy 
buyers of dollars, thus restraining 
the rise in the rate but strengthening 
the reserves. Security sterling, now 
the only type of non-resident sterling 
formally inconvertible, was also in 
strong demand, and in the last week 
of January it was quoted at only 
} cent below the rate for fully con- 
vertible sterling. 


Continental Reactions 


The integration of all the con- 
vertible European currencies and the 
dollar into one arbitrage system 
caused sterling to rise sharply against 
most continental currencies. The 
rate against D-marks hardened from 
11.70} on December 24 to 11.723 
in the fourth week of January, and 
corresponding gains were recorded 
against most other continental 
centres. ‘The Swiss franc, however, 
which rose sharply against the dollar 
on the announcement of converti- 
bility, has remained above the rate 
held against sterling on December 24. 

Dealings in the new “heavy ”’ 
French franc opened at around 
13.733 compared with a closing rate 
of 1,179} for the old franc on 
December 24. The new devaluation 
of the franc, unlike the previous 


devaluation in August, 1957, did 
not cause any widespread dis- 
location in European currency 


markets, though early in the month 
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the Belgian franc came under severe 
pressure, believed to have been 
associated largely with the repatria- 
tion of French funds, and there 
were rumours of an impending de- 
valuation of the Spanish peseta. 


Reserves Dip 


After rising continuously since 
September, 1957, the sterling area’s 
gold and dollar reserves fell by $146 
millions to $3,069 millions in De- 
cember. This substantial fall is 
explained by the payment on Decem- 
ber 31 of the instalments of $188 
millions on the post-war loans from 
North America, and the final pay- 
ment of $7.8 millions on the Cana- 
dian loan of 1942. During the month 
$12 millions was paid to the Euro- 
pean Payments Union in settlement 
of Britain’s deficit with the Union 
in November. 

Britain’s deficit with the Union 
in December totalled £40 millions, 
by far the biggest recorded since 
September, 1957. <A large part of 
this deficit is attributed to further 
ratissage by the Bank of France, 
though the heavy selling of sterling 
against Swiss francs in the middle 
of the month probably also played a 
big part. 


Repaying EPU 

The December deficit required a 
gold payment of $84 millions last 
month. At December 27, when 
KPU was ofhcially terminated, 
Britain's debt to the Union stood 
at £135 millions. The bulk of this 
debt is already funded and it is not 
believed that the winding up of the 
Union will entail any substantial 
increase in repayments by Britain 
In coming months. 


A novel feature of the gold return 
tor December was the denomination 
of the total in sterling and not, as 
previously, in dollars. The reserves 





now include all convertible cur- 
rencies, instead of only American 
and Canadian dollars. The inclusion 
of these other currencies, it is offi- 
cially stated, does not make more 
than an insignificant addition to the 
total, and the sum involved is almost 
certainly well below the £8 millions 
of OEEC currencies held by Britain 
at June 30 last. In view of the long 
record, going back to 1946 and thus 
taking in the devaluation of 1949, 
given in the regular table on page 136, 
The Banker, for the time being at 
least, will continue to show move- 
ments in the reserves in dollars. 


Settlement with Egypt 


Negotiations between Britain and 
Egypt on the settlement of claims 
arising from the Suez incident were 
concluded in Cairo on January 16. 
Agreement was reached largely 
through the efforts of Mr Eugene 
Black, the President of the World 
Bank, who was called in to mediate 
after the breakdown of negotiations 
last September. 

The main points at issue were 
compensation for British property 
seized by the Egyptians, including 
the Suez military base, the release 
of Egypt’s sterling balances, and 
the payment for physical damage 
caused by the Anglo-French inter- 
vention in November, 1956. 

Egypt’s sterling balances are be- 
lieved to total 70-80 millions. 
About two-thirds of this is in the 
No. 1 account, which until the 
autumn of 1956 could be drawn on 
freely. ‘The value of British property 
sequestrated has been estimated at 
{60 millions. Some British com- 
panies, notably Shell and BP, have 
concluded their own agreements 
with the Egyptian Government. 

The precise terms of the settle- 
ment are not known as we go to 
press. It has been widely reported, 








however, that Egypt has agreed to 
pay £274 millions in compensation 
for ‘‘ Egyptianized ”’ concerns and 
for losses on British property that 
was sequestrated and is now to be 
returned to its former owners. On 
its side, Britain will release Egypt’s 
sterling. Britain has also agreed to 
offset its claim to the installations 
on the Suez base against Egypt’s 
claim for war damage. 


More Dollars for the Fund 


The proposals of the Executive 
Directors for enlarging the resources 
of the International Monetary Fund, 
which by chance were published on 
December 29, follow closely the lines 
foreshadowed at the annual meeting 
of the Fund at New Delhi. The 
Directors recommend a general in- 
crease of 50 per cent in members’ 
quotas with higher proportional in- 
creases for Canada, Western Ger- 
many and Japan. 

They propose that Canada’s quota 
be raised from $300 millions to $550 
millions, Japan’s from $250 millions 
to $500 millions, and Germany’s 
from $330 millions to $787 millions. 
In addition, some special increases 
are proposed for countries with very 
small quotas. A quarter of the 
increase in quotas will be payable in 
gold and the remainder in the mem- 
ber country’s own currency. Coun- 
tries with very low reserves will be 
allowed to spread the gold payment 
over four years. 

These proposed changes would 
increase the Fund’s total resources 
by $5.1 billions, and in particular 
its holdings of gold and US dollars 
by $2.3 billions to $4.6 billions. 
Britain’s quota would be raised from 
$1,300 millions to $1,950 millions, 
involving a gold payment of $162 
millions. ‘The increase in the quotas 
of other members of the sterling area 
would involve a total gold payment 
of about $114 millions, a large part 











of which may have to be found from 
the central reserves of the area. 

The Governors of the Fund will 
vote, by post, on the Directors’ reso- 
lutions by February 2. If the neces- 
sary majority of four-fifths of the 
total voting power is achieved, the 
increases will become effective by 
September 15 if members repre- 
senting 75 per cent of the present 
quotas have by that date formally 
given their consent to the increase 
in their individual quotas. 


——And for the Bank 


The Executive Directors of the 
World Bank have similarly followed 
the suggestions made at New Delhi. 
They propose that the authorized 
capital of the Bank (at present $10 
billions) be doubled, but that no 
part of the increased subscriptions 
should be called up in cash. 

The proposals are thus designed 
to increase the Bank’s guarantee fund 
represented by the uncalled: liabili- 
ties on the subscriptions of members 
and particularly the guarantee af- 
forded by the uncalled liability of 
the United States. 


Trade in 1958 

The striking recovery in Britain’s 
exports that was apparent in the 
trade statistics for October and 
November was not continued in 
December. Exports during the 
month totalled £269 millions, some 
{£22 millions less than in November, 
while imports rose by £41 millions 
to £354 millions, the highest monthly 
figure since July, 1957. Part of this 
sharp rise in imports is attributed 
to the drive by customs officials and 
by traders to clear outstanding entry 
documents before the new combined 
tariff list and statistical key came 
into force on January 1. There was, 
however, also a substantial genuine 
increase in imports during the month. 
By far the most spectacular in- 
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crease was recorded in imports of 
tinned salmon, following the re- 
moval, last September, of restric- 
tions on imports from the dollar area 
and from Japan—though not from 
Russia. In December imports of 
tinned salmon totalled no less than 
£11.6 millions, more than in the 
whole of any previous post-war year. 

For 1958 as a whole Britain’s 
exports were 34 per cent lower at 
£3,208 millions, imports 7 per cent 
lower at £3,780 millions and re- 
exports 104 per cent higher at £147 
millions. The trade gap between 
exports and re-exports valued f.o.b. 
and imports valued c.i.f. was thus 
£189 millions less than in 1957 at 
£424 millions. Apart from the 
exceptional year 1950, this was the 
smallest gap since the war. No less 
than £170 millions of this improve- 
ment, however, occurred in the first 
half of the year. 


While Britain’s exports were down 
in total, shipments to the United 
States increased by 17 per cent to 
{293 millions. Although exports to 
other dollar countries were lower, 
Britain’s trade gap with the dollar 
area was reduced to {200 millions, 
compared with £392 millions in 


rm —$_ 


1957, {£310 millions in 1956 and 
£424 millions in 1955. Exports to 
Western Germany increased by 14 
per cent to {141 millions, and Ger- 
many replaced the Netherlands as 
Britain’s second largest market out- 
side the Commonwealth, Exports to 
other OEEC countries fell sharply. 


Bill Market Profits 


A year that witnessed a reduction 
of Bank rate from 7 to 4 per cent, 
and a strong recovery in short bonds, 
was bound to be one of exceptional 
prosperity in the discount market 
in spite of a narrowing of current 
margins on bills. The year’s average 
Bank rate, at 5.39 per cent, was less 
than } per cent below that for 1957 
and fractionally higher than in 1956, 
whereas the year’s average allotment 
rate for 91-day Treasury bills, at 
4.56 per cent, was } per cent lower 
than in 1957 and fully 3 per cent 
lower than in 1956. During the 
second half of the year, moreover, 
the clearing banks were gradually 
bringing their target average rate for 
loans to the discount market closer 
to Bank rate, narrowing the dif- 
ferential from 14 to 14 per cent. 
The relationship between current 
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bill rates and current money costs 
thus became increasingly unfavour- 
able to the market; the surplus now 
is down to only about 4 per cent. 
During almost the whole of 1958, 
however, the effect of this deteriora- 
tion was much more than offset by 
the benefit of the lag in the fall in 
true earnings from biils behind the 
fall in money rates. On the bond 
side of their operations, the discount 
houses have not only benefited from 
the rise in market values and oppor- 
tunities for good “‘ jobbing ”’ profits, 
but also from substantial running 
margins—in place of the actual run- 
ning losses that some houses had 
been suffering in the phase of rising 
money rates. 


Big Three Results 


The three large houses that make 
up their accounts at December 31 
have thus all shown a striking in- 
crease in profits. The Union Dis- 
count, the only one of the three to 
have maintained its dividend (and 
to have consistently valued its bond 
portfolio at current market worth) 
throughout the difficult phase that 
opened in 1955, is again paying 
12} per cent—but it hopes to repeat 
this rate in 1959 on a capital to be 
increased by one-fifth through a 
capitalization of reserves. It reports 
profits of £550,000, compared with 
£415,000 for 1957. ‘The National 
and Alexanders have both succeeded 
in eliminating the investment depre- 
ciation shown in their 1957 accounts, 
and both are raising their dividends, 
the National from 10 to 12 per cent 
(restoring it to the 1954 level) and 
Alexanders from 5 to 7} per cent 
(compared with 124 per cent in 
1954). Alexanders reports a profit of 
£167,000 (compared with £51,000) 
and the National one of £284,000 
(no comparable figure is available— 
the £208,000 “balance ”’ reported 
for 1957 included credits derived 











from a writing-up of the investment 
portfolio). 


Freeing the Peso 


Argentina’s requests for dollar 
credits to cover the deficit in her 
overseas payments have been sym- 
pathetically received in the United 
States. The Export-Import Bank 
has arranged a credit for $125 mil- 
lions, the US Treasury has agreed 
to purchase pesos to the value of 
$50 millions and the Development 
Loan Fund to finance imports of 
heavy machinery totalling $25 mil- 
lions. Eleven commercial banks 
(including a Canadian bank) are to 
advance a further $54 millions. In 
addition, the International Monetary 
Fund has consented to the with- 
drawal of the remaining $75 millions 
of Argentina’s quota. 

In return for these massive credits 
Argentina has undertaken a radical 
reform of her currency. The official 
exchange rate of about 50 pesos to 
the £ has been abandoned in favour 
of a single free rate. When the ex- 
change market in Buenos Aires re- 
opened on January 12 the peso was 
quoted at 185 to the £, that is at 
approximately the rate at which it 
had stood in the former free market 
before business was suspended on 
December 30. ‘The transition to a 
single exchange rate in place of the 
system of multiple rates operated 
since the war has been delayed, 
however, by the maintenance—as a 
temporary arrangement—of different 
effective rates for broad categories 
of imports and exports. The reforms, 
nevertheless, effect a significant sim- 
plification of Argentina’s exchanges. 

The reform of the exchanges has 
been backed up by measures to 
tighten bank credit, curb Govern- 
ment spending and raise taxes. All 
price controls, except those covering 
‘‘essential ’’ items have been lifted 
from the domestic market. 
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Convertibility—at 
What Risk? 


TERLING has made an auspicious debut as a de jure convertible 
currency. The hesitancy in the foreign exchange markets that 
inevitably followed the announcement, discussed briefly in our last 
issue, that from December 29 all current sterling held by non-residents 
of the sterling area would be freely convertible into gold or dollars at the 
official rate of exchange quickly gave place to a general mood of confidence, 
which by the middle of January had carried the unified sterling-dollar 
exchange rate beyond the level held by the already convertible American 
account sterling on Christmas eve. The speed of this recovery, and the 
moderateness of the official support required in early dealings, may have 
owed something to the statement by Mr Gaitskell, in a TV interview on 
December 31, that a future Labour Government would not reverse the 
decision but would do its best to make convertibility work. That pledge 
in no way qualified the Labour Party’s view that the Government’s decision 
was a mistake and that in conferring formal convertibility it had made 
sterling more vulnerable, impeded industrial expansion at home, and 
increased the risks of discrimination in European trade. ‘These misgivings 
are not peculiar to the Labour Party, some or all of them have been expressed 
in somewhat different form in other quarters, and while the overwhelming 
majority of observers—including The Banker—haye welcomed the Govern- 
ment’s decision, the counter arguments advanced by these critics deserve 
careful examination in order to discover what substance, if any, lies behind 
them. 

First, however, it is necessary to detail the precise technical changes 
that the formal granting of convertibility has involved. All sterling cur- 
rently earned by non-residents of the sterling area and sterling balances 
held by them in the form of bank deposits, Treasury bills, sterling accept- 
ances and certain other “ liquid ”’ securities detailed below, can now be freely 
converted into gold, dollars or any other currency at the official rate of 
exchange. ‘This right of conversion has always been enjoyed by residents 
of the dollar area, but save for a brief spell in 1947, it had since 1939 been 
denied to other non-residents. ‘The current sterling held by these non- 
residents—transferable sterling—had been freely transferable throughout 
the non-dollar world since 1954, but it could not be used formally in making 
payments to the dollar area. In practice, however, there was an active 
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market overseas in transferable sterling, and since February, 1955, all such 
sterling in private hands had in fact, if not in form, been convertible into 
dollars at a rate that rarely fell more than 1 per cent below the official 
sterling-dollar rate. ‘The fact that this effective convertibility had existed 
for three years or more is a dominant consideration in any assessment of 
the implications of the changes made on December 29. 

Those changes welded transferable account sterling, American and 
Canadian account sterling and the relatively minor category of registered 
sterling (which arose from transactions in the London gold market) into a 
single type—‘“‘ external account”’ sterling. This sterling can be held in 
the form of bank deposits (including deposits with the Post Office and 
Trustee Savings Banks), Treasury bills, sterling acceptances, premium 
bonds, defence bonds, national savings certificates, and deposits with 
building societies. It can also be held in any British Government bond 
whose latest redemption date is within five years of the date of purchase, 
though if the bond is sold before maturity the proceeds will be blocked. 
Sterling held in other forms will remain officially blocked, though such 
security sterling can, as previously, be readily converted into dollars 
at a small discount in overseas markets. 

Simultaneously with these changes all the other countries of the Organiza- 
tion for European Economic Co-operation, except Greece, ‘Turkey and 
[celand, made corresponding alterations in their exchange control regula- 
tions, and France, as described in an article on page 89, dev lu2d her 
currency by 15 per cent. With the return of formal convertibility an 
arbitrage system was re-established between the dollar, sterling and con- 
tinental currencies and it became necessary to terminate the European 
Payments Union and call the European Monetary Agreement into life. 
These changes are discussed in a subsequent article. 

In a “‘ moral’ sense, these concerted moves are unquestionably of high 
significance. They do not restore the full freedom enjoyed before the 
war by sterling and other then unrestricted currencies, but they confirm 
that it is along the road towards that sort of freedom in international pay- 
ments that the western world is moving, and they mark the completion of 
a critical stage in the journey. ‘The de jure act of ‘‘ external’ convertibility 
thus has great importance psychologically; yet the changes it has made in 
the status of sterling, as of most other European currencies, are changes of 
form rather than of substance. 

It is now evident, indeed, that the crucial decision on convertibility of 
sterling was taken in February, 1955, when it was announced that the 
British exchange authorities would intervene in the market for transferable 
sterling, thus giving holders of that sterling indirect access to the official 
reserves. ‘The implications of that decision were certainly not generally 
realized at the time, and the eventual consequences may not have been 
foreseen by the authorities themselves. ‘Their main immediate purpose 
was to prevent the gap between the transferable rate and the official rate 
from widening to such an extent that commodity “ shunting ’’ operations 
became profitable; but it at first seemed that this aim might not preclude 
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considerable short-term fluctuations in that margin. ‘The result, it appeared, 

was the establishment of a two-tier system of convertibility, with American 
and Canadian account sterling convertible at the fixed official rate and other 
non-resident sterling convertible at a floating rate. It quickly became 
apparent, however, that the absence of any formal commitment to support 
the transferable rate did not in fact give the authorities much, if any, addi- 
tional flexibility in their operations. In any major pressure the decisive 
considerations are always psychological. Hence any marked fall in the 
transferable rate had immediate repercussions upon the official market, so 
that any considerable reduction in the rate of official sales of exchange 
through the unofhcial markets was likely to necessitate an even bigger 
increase in sales through the official markets. In each of the exchange 
crises of 1955, 1956 and 1957 the authorities found it impossible to let the 
transferable rate take any significant part of the strain. 

In consequence, the intervention of the authorities had, for the best part 
of two years, kept the discount on transferable sterling below 1 per cent 
and the transferable rate was in reality no freer than the official rate. For 
this reason the proponents of convertibility contended that Britain was 
shouldering the full burdens of convertibility while denying herself the 
benefits that formal recognition of that fact would bring. ‘Those benefits 
would include a substantial increase in the foreign business transacted in the 
City’s commodity and foreign exchange markets—since a major part of the 
business then represented by dealings in transferable sterling, which per- 
force took place overseas, might be expected to return to London—and the 
elimination of the taint inherent in the discount on large amounts of sterling. 
The expected tangible benefits were perhaps not great, but their very small- 
ness was a reflection of the high degree of convertibility that had already 
been achieved, and thus was the foundation of the claim that the cost of 
formally recognizing that convertibility would be insignificant. 

Most of the critics of the recent declaration of de jure convertibility either 
overlook the extent to which sterling and the principal continental cur- 
rencies were already convertible or attribute a startling lack of sophistication 
to overseas holders of sterling. ‘This failure to appreciate the progress that 
had been made towards convertibility in the previous seven years has 
prevented some observers from appreciating the fundamental difference 
between the present return to convertibility and the disastrous experiment 
of 1947. The contrast between 1947 and 1959 is not simply that Britain’s 
balance of payments is now much stronger; far more important is the fact 
that there is now no great mass of holders awaiting the first opportunity 
of getting out of sterling. For the past four years any unwilling holders 
of sterling have been able to switch into dollars at virtually the official 
exchange rate, and it seems scarcely realistic to suppose that ignorance, 
inertia or scruple have prevented many such holders from availing them- 
selves of this facility. Since February, 1955, indeed, Britain’s own official 
policy had in effect both advertised the facilities and removed any con- 
ceivable basis for scruples against using them. 

Paradoxically, if formal convertibility has increased sterling’s vulnerability 
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it has done so by making non-residents more eager to get in. The right 

of free convertibility, it could be argued, will induce overseas bankers and 
traders to switch some balances previously held in dollars into sterling, in 
the certain knowledge that they will be able to go back into dollars at a 
rate that can vary only within narrow limits. Even this argument pre- 
supposes a certain lack of sophistication on the part of overseas operators: 
it should long have been plain to them that the transferable rate was almost 
as secure as the official rate. Convertibility may nevertheless attract some 
short-term funds to London that would not otherwise have come here 
especially at a time when many overseas bankers are suspicious of the 
dollar. ‘This, indeed, seems already to be happening in some degree. 

It may, of course, be questioned whether an inflow of hot money can 
make sterling more vulnerable. ‘The increase in Britain’s quick liabilities 
is offset by an exactly equivalent increase in the gold reserves. Provided, 
therefore, that the monetary authorities did not make that increase in reserves 
the basis for an unwarranted domestic expansion of a kind that would 
weaken Britain’s competitive power or undermine confidence in sterling, 
the subsequent withdrawal of those funds would leave the country no 
worse off on balance. It is possible, however, that in a future run on 
sterling the greater pace of gold losses that might be expected to result 
from the withdrawal of the larger volume of hot money might strain con- 
fidence still further and thus cause an additional loss of gold. ‘To that 
probably limited extent, therefore, convertibility may have slightly increased 
sterling’s vulnerability in any future exchange crisis. 

Some such considerations may lie behind the criticism that Britain’s 
gold and dollar reserves should have been built up further before con- 
ferring de jure convertibility—though this, too, is an argument that can 
more properly be directed against the decision of 1955. Legal converti- 
bility may, however, tend to impose some additional strain on the reserves 
since the central banks of other OKEC countries can now convert the whole 
of any surplus holding of sterling into gold, instead of only 75 per cent 
of it. This is an inevitable consequence of the winding up of the European 
Payments Union, though its effect upon the reserves may be offset in coming 
months by increased willingness of the central banks to hold sterling. 
Privately-held sterling, which accounted for the bulk of the total sterling 
holdings of OEEC countries, was already virtually fully convertible in the 
transferable market and, as previously noted, the concession of formal 
convertibility to such sterling should not significantly increase the obligation 
on the exchange equalization account. 

In the minds of some observers this question of the adequacy of the 
reserves is bound up with the much wider question whether the return to 
convertibility, if made at all, should have been made at a fixed parity. Those 
who favoured the adoption of a fully flexible rate were probably never more 
than a small minority, but there was a further respectable body of opinion 
that advocated a system of limited flexibility, chiefly on technical grounds. 
If the authorities were given room for manoeuvre, both to allow the rate 
to fall in order to penalize sellers and to force it up sharply to squeeze the 
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bears, they would be able, it was argued, to reduce the impact of any 
exchange crisis upon the reserves. 

These questions were live and relevant in the phase before official inter- 
vention began in the market for transferable sterling; and indeed, in the 
behind-the-scenes official discussions about convertibility even after that 
date, Britain was for some months assuming that a convertible pound 
would be in some degree a floating pound. In the event, however, these 
issues were decided by circumstances rather than by argument—first by 
the run on the pound provoked by the mere talk of future flexibility, com- 
pelling Mr Butler to give his categorical assurance, in the autumn of 1955, 
that the fixed parity would be maintained; and secondly, by the fact that 
the exchange authorities had willy-nilly to operate the new policy of inter- 
vening in overseas markets in such a way as to give transferable sterling, 
too, a virtually fixed parity. 

It may be regretted that so vital an issue should have been decided in 
such a fashion, and without any proper public discussion. But the time 
to protest was in 1955, as The Banker did then protest*—even though it 
was and is opposed to a floating exchange (above all because no government 
can be trusted with so facile an escape route from unpalatable domestic 
policies). ‘Those who still hold the contrary view cannot legitimately assail 
on these grounds the formal act of convertibility: what they are in effect 
asking is that Britain should break up a structure that had been built up 
for the greater part of four years—a period in which its critics on these 
grounds have become less rather than more clamorous. ‘The background 
of this debate on a more flexible exchange rate, however, largely explains 
the curious and complex clearing arrangements enshrined in the European 
Monetary Agreement of July, 1955. These arrangements, described in an 
article on page 82, would undoubtedly have taken a far different form if they 
had been drawn up in the autumn of 1955, after Mr Butler’s statement. 

The indirect effects of convertibility on the growth and direction of 
world trade may be much greater than its direct effects on payments. 
Sterling is still technically an inconvertible currency under the terms of 
Article VIII of the Articles of Agreement of the IMF, which defines con- 
vertibility as the absence of all restrictions on current payments and 
transfers by residents and non-residents alike, a condition that even the 
deutschemark, which was given almost complete resident convertibility 
early last month, does not fulfil. While there is thus no legal obligation 
on Britain and the other convertible countries of Europe to cease their 
discrimination against dollar imports, there is a strong logical compulsion 
on them to do so. Since all convertible currencies are equally ‘ hard ”’ 
there is no rational basis for treating imports from one convertible country 
differently from those from another. The relaxation of the special restric- 
tions on imports from the dollar area is thus likely to be accelerated, though 
it should be added that the countries of western Europe were already 
moving rapidly in that direction. 





* See, in particular, “‘ Sterling Fixed or Flexible ?”’ in The Banker for July, 1955. 
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This, of course, is the way in which “current” convertibility will be 
gradually conferred upon residents, and in particular upon residents of the 
sterling area. At last September’s conference at Montreal, it will be 
recalled, Britain announced a substantial liberalization of imports from 
the dollar area and foreshadowed further major moves this year towards 
complete liberalization. Colonial governments were invited to follow suit, 
and many of them no doubt will do so. Independent members of the 
sterling area have already considerably relaxed their own restrictions on 
dollar imports, and the restrictions that remain are retained mainly to 
protect the overall balance of payments rather than to curb the expenditure 
of dollars as such. ‘There appears to be no reason why the concession of 
formal convertibility to non-residents should cause any slowing down of 
the liberalization of dollar imports. 

In principle, indeed, it should accelerate it. If in fact the progress towards 
non-discrimination were slowed down, this would be either because the 
balances of payments of the countries concerned were not strong enough 
to support the additional imports that further liberalization might involve 
or because the risks of convertibility were misconceived. 

Some producers in Britain and other sterling countries may, of course, 
suffer from the increased competition of dollar goods that will follow the 
removal of the remaining restrictions. In the home market and other 
markets in the Commonwealth, British exporters, enjoying the protection 
afforded by the Ottawa Agreements, should be able to hold their own. 
{In markets outside the Commonwealth the increased availability of American 
goods may deflect some trade from Britain, but it is generally considered 
that, on price at least, British goods are fully competitive with American. 
A greater threat to British exports is the danger of discrimination by the 
six common market countries against imports from the rest of Europe. 
This risk would have existed whether or not sterling had been made formally 
convertible. But if the discrimination were to materialize, formal con- 
vertibility may make it somewhat more expensive to Britain than it might 
otherwise have been, since any sterling acquired by the central banks of 
the common market countries is now fully convertible into gold or dollars 
instead of being only 75 per cent convertible so long as the EPU arrange- 
ments continued to operate. 

It is arguable, therefore, that it would have been prudent to defer formal 
convertibility—and thus to perpetuate EPU—until an agreement could be 
reached with the Six that would rule out discrimination. ‘The wisdom of 
the convertibility decision, however, can be discussed only in the particular 
context of political and economic events in Europe in the fourth week of 
December. Until then there seemed a balance of argument in favour of 
postponement—not only until some basis of agreement had been reached 
in the free trade negotiations, but perhaps also, at this stage in the political 
calendar, until after the general election in Britain. ‘The zmpasse reached 
in the free trade talks during the autumn had indeed had some such effect. 
Britain realized that, to press on rapidly to convertibility, and thus also to 
the winding up of EPU, might have been construed in some continental 
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quarters as an untimely blow at European co-operation and in particular as 
an act of retaliation against France because of its dependence on EPU credit. 
Such a construction would not have borne any searching examination, 
but it was obviously prudent to avoid any risk of misunderstanding that 
might have exacerbated the bad feeling between France and Britain that 
had marked the free trade negotiations in the closing months of 1958. 

Ironically, the final call for convertibility came in effect from France 
herself. A further devaluation of the franc had become inevitable, and 
there were pressing reasons for devaluing before the first tariff and quota 
concesions under the Treaty of Rome were made on January 1. ‘The 
existence of a strong government in Paris willing—and, with Parliament 
suspended, able—to take stern measures to strengthen the economy gave 
France the opportunity of coupling its devaluation with a general relaxation 
of controls on trade and payments. The measures announced by the 
French Government are discussed in an article on page 89. By setting 
them, and the accompanying devaluation, in a wider context of converti- 
bility they could be rendered more palatable politically. ‘The interests of 
France thus dovetailed precisely with the plan for a concerted move to 
European convertibility—a move that, however strongly advocated by 
Western Germany and other European countries, could be made only on 
Britain’s initiative. Britain was thus confronted with the chance not only 
of bringing forward the scheme for convertibility but of making possible 
a major act of European co-operation at the very moment when that 
co-operation had seemed on the verge of being irrevocably shattered. ‘The 
critics of the Government’s decision presumably believe that Britain should 
have stood aloof and frustrated these possibilities. But, quite aside from 
its far-reching effects on Anglo-French relations and European co-operation, 
that would have meant passing over an opportunity for a concerted drive 
to convertibility that in all probability might never have been repeated. 

In seizing the opportunity the authorities can claim that the additional 
risks they have shouldered are very modest ones. In a future crisis, as has 
been shown, sterling may be somewhat more vulnerable—to the extent 
that people may illogically take fright as and when additions to the gold 
reserves go out again. ‘The remaining protections afforded by discriminatory 
import restrictions may be dismantled more rapidly—but the trend was 
already strongly in that direction. ‘There are no longer any automatic 
credits available in intra-European payments—but the automatic facilities 
had long been exhausted by those who most needed credit. ‘These con- 
siderations are, perhaps, just sufficient to support the contention that a 
new cautionary element may be injected into official schemes to stimulate 
domestic expansion. Any attempt to force the pace in Britain must impose 
some strains on sterling; but in the main, in this context as in almost every 
other one, the responsibilities and risks that flow from convertibility were 
all implicit in the de facto variety and have been only slightly augmented 
by the de jure act. ‘The additions are certainly of small account beside the 
disadvantages of the cleavage within Europe that would have been the 
almost certain result of a refusal to permit the concerted move. 
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The New Currency 


System in Europe 





HE discussion of a concerted European move to convertibility 

has spread over a long period. After sterling’s disastrous experi- 

ment in 1947 the subject was left decently quiescent for about 

five years, but was then broached, rather irresponsibly, in 1952 
and again with greater justification in 1955. It was then that detailed 
preparations were made for substituting a European Monetary Agreement 
for the European Payments Union, whose part-credit and part-dollar or 
gold settlements would inevitably become unworkable as soon as one or 
more of its members made their currencies convertible, even if that con- 
vertibility were restricted to non-residents. The automatic facilities of the 
EPU would have allowed members whose currencies remained incon- 
vertible to obtain convertible currencies on 25 per cent credit terms and 
to obtain, at low cost, unlimited interim finance, convertible into doliars, 
between settlements. When, therefore, the currencies of all but three of 
the fifteen members of the Union were formally declared convertible on 
December 29, the moment had arrived to take the text of the European 
Monetary Agreement out of the pigeon-hole in which it had been resting 
for three and a half years. 

To understand the full significance of the shift from EPU to EMA—the 
new procedure comes fully into operation with the settlement for the 
month of January—it is necessary to recall the debate that preceded the 
publication of the EMA in July, 1955. When at that time the prospect of 
convertibility was discussed in conjunction with the annual renewal of the 
European Payments Union, the official British attitude was that it would 
be unnecessary, after a general move to convertibility, to maintain any 
regional clearing system whatsoever. ‘The British ministers, and the tech- 
nical experts from the Bank of England and the Treasury, pointed out that 
upon convertibility the dollar would automatically be introduced into the 
arbitrage system already operating between the EPU currencies, and that 
all those currencies would become automatically convertible (for non- 
residents at least) into dollars in a unified, homogeneous foreign exchange 
market. ‘They therefore contended that the settlement of intra-European 
payments, and indeed payments between Europe and the rest of the world, 
would be done wholly through the foreign exchange market and ultimately, 
if need arose, through international movements of gold. Britain accepted 
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the argument, however, that there might be need for continuing the credit 
functions of the Union, in some other form, and was prepared to agree to 
a European Fund that would make credit available, not automatically as 
EPU had been designed to do, but at the discretion of a managing board 
and subject to the fulfilment of certain basic conditions by the borrower. 

The continental countries opposed the British view, which they regarded 
as an attempt to enhance the position of sterling as the principal inter- 
national currency as well as the rdle of the London market. ‘They felt that 
a regional clearing system had much to commend it, especially if, as then 
appeared likely, convertibility was accompanied by the introduction of more 
Hexible exchange rates. Moreover, such a system would symbolize and 
sustain the idea of financial and commercial collaboration between the 
members of OEEC. 

These differences were finally reconciled by an ingenious proposal put 
forward by the Dutch delegates, namely, that the settlement in the new 
clearing should not be made, as under EPU, at the parity point but at the 
extreme, and most unfavourable, limit of the spread of official dollar rates 
of exchange notified in advance by each of the participating countries—in 
other words, on terms that would make it normally more advantageous to 
effect settlements in the market. On the basis of this proposal a voluntary 
system of clearing was worked out that would preserve the appearance of 
a regional mechanism for settling intra-European payments, but would 
at the same time ensure that in practice the bulk of the settlement would 
be accomplished not by the periodic clearing itself but by the normal pro- 
cesses of market arbitrage. By ensuring that the settlement, if brought to 
the clearing, would be made at the rate most disadvantageous to the country 
deciding to use the official clearing machinery, it was made virtually certain 
that the bulk of intra-European payments would be cleared through the 
market. 


Three Obligations 


Under the European Monetary Agreement that began to operate last 
month each member country has accepted three obligations. ‘The first is 
to establish an official buying and selling rate for dollars in terms of its own 
currency. ‘These points represent the upper and lower limits within which 
the exchange rates will be permitted to fluctuate against the dollar. In 
general these points do not differ from the permissible tolerance of fluctua- 
tions that obtained before December 29. ‘The sterling rates notified to 
EMA are $2.78-52.82. ‘These dollar rates are listed in the detailed notes 
on individual countries at the end of this article. In most cases the limits 
have been set about ? per cent each side of parity, giving a total spread of 
|} per cent, though in the case of Switzerland, which is not a member of 
the IMF, the spread is about 3) per cent and in Sweden it is only 0.06 per 
cent. The possibility of arbitrage between the dollar and European cur- 
rencies has meant that, with an official spread of 14 per cent against the 
dollar, the effective range of fluctuation between one European currency 
standing at its upper dollar limit and another standing at its lower dollar 
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limit is 3 per cent. Unless this fact were recognized in the official spread 
between European currencies, arbitrage operations would prevent the 
dollar exchange rates from approaching their official limits. For this 
reason the permitted range of fluctuation against other European currencies 
has been widened to twice the permitted range against the dollar. ‘Thus, 
for instance, the official rates for sterling against the deutschemark have 
been widened from 11.67 #;-11.844§ to 11.594-11.923. 

The second obligation of members of the EMA is to make available as 
‘interim finance’’ between the monthly settlements amounts of their own 
currency, up to an agreed ceiling, to other member countries requesting 
such credit. ‘The sum of this interim finance is $263 millions. ‘The central 


TABLE I 
EUROPEAN MONETARY AGREEMENT 


($ millions) 


Interim Contribution to 

Finance European Fund 
United Kingdom e i 64.0 ia 86.6 
France .. ie - i 32.0 de 42.0 
Germany 30.0 42.0 
Netherlands 22.0 30.0 
BLEU 20.0 30.0 
Sweden .. ™ - ” 16.0 15.0 
Switzerland st - ae 15.0 21.0 
Italy : on - 13.0 15.0 
Norway .. 12.0 15.0 
Denmark 12.0 15.0 
Turkey .. 7.5 3.0 
Greece .. Ye 2.8 
Austria .. 5.0 5.0 
Portugal 5.0 5.0 
Iceland .. 2.0 1.0 
328 .4 


Totals - se 263 .0 


es 


banks of the member countries will provide overdraft facilities or arrange 
‘swap ”’ transactions up to the agreed ceiling and borrowers will be required 
to pay interest on their drawings at a uniform rate fixed by the OEEC. 
It is being urged in some quarters that the charge for interim finance should 
correspond to the cost of short-term finance in the money market of the 
lending country in order to restrict the demand for such official facilities. 
The maximum that each country may lend or borrow as interim finance is 
shown in Table I above. Apart from providing interim finance, a member 
country can also acquire the currencies. of other members and, if it so 
wishes, place these in the monthly EMA settlement. ‘The third obligation 
of a member country is to pay in gold or US dollars the whole of its net 
debt, or accept in gold or dollars the whole of its net claim, in the monthly 
settlement. 

The EMA clearing will be voluntary. At the end of each month each 
country will declare to the agent (which, as in the EPU, will be the Bank 
for International Settlements) any currency placed by it as interim finance 
at the disposal of other contracting parties and, conversely, any amounts of 
currencies placed at its own disposal by the other contracting parties. It 
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may, if it wishes to do so, also declare to the agent any currency of the 
other parties that it has acquired. The agent will then convert these 
balances into dollars but at the rate least favourable to the country bringing 
the amount in question into the settlement. The process can be illustrated 
most clearly by the following examples. Let it be assumed that {1 million 
of interim finance has been placed by Britain at the disposal of France. If 
this has not been repaid by France by the end of the month it will be 
automatically brought into the clearing and converted into dollars for this 
purpose at the Bank of England’s buying rate of $2.82, i.e. the rate least 
favourable to France and most favourable to Britain. If in the same month 
Britain has received 10 million D-marks from Germany as interim finance 
and this has not been repaid by the end of the month, it will be converted 
into dollars for the purpose of the clearing at the Bundesbank’s buying rate 
of 4.17 marks to the dollar. In each of these cases the debtor will see his 
debt converted into dollars at what is for him the least favourable rate. 
The clearing may also deal with the currencies of other members acquired 
by each member country. If, for example, the Bank of England has 


TABLE II 
SOURCES OF THE EUROPEAN FUND 


($ millions) 





Transfer of convertible assets from EPU “3 i 113.0 
Grant from USA i - oc vi _ 123.6 
EPU claims transferred to EMA ates - - 35.0 
Contributions from members .. ss Ps a 328.4 

Total .. as 7 - 600.0 


acquired 100 million French francs during the course of a month and has 
for some reason or other failed to re-sell them in the market, it may place 
them in the clearing. In this case, since the Bank of England has taken the 
initiative, it will see its claim converted into dollars at the Bank of France’s 
selling rate. Thus the creditor country will find its credits, if it chooses 
to bring them into the clearing, converted into dollars at the least favour- 
able exchange rate, while the debtor country will get the rate least favourable 
to it if it chooses to bring its debits into the clearing instead of settling 
them in the market. In view of the voluntary nature of the clearing and 
of the unattractive terms of the monthly settlement, it can be assumed that 
little, if any, clearing involving convertible currencies will take place under 
the European Monetary Agreement. ‘The agent for the settlement will, on 
the basis of the debits and credits notified to him and converted into dollars 
at the appropriate extreme rates, then strike a net balance that will have 
to be paid or accepted in dollars. Since the settlement will be made wholly 
in gold or dollars there is no call for automatic credits such as those extended 
by the operation of the European Payments Union. 

The EMA will have at its disposal a European Fund of $600 millions 
arising partly from the transfer to it of the convertible currencies in the 
European Payments Union, and partly from a grant by the United States 
and subscriptions by member countries. ‘The proportions are shown in 
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the table on page 85. Advances from this Fund will be made available to the 
member countries at the discretion of the managing board of EMA, which 
at the moment consists of the former managing board of EPU. The 
existence of these credit facilities goes some way to meet the criticism 
expressed in some quarters that convertibility might endanger the progress 
of trade liberalization in western Europe. 

The main practical consequence of the introduction of the European 
Monetary Agreement is likely to be, therefore, that the ultimate deficits and 
credits in intra-European payments will be settled by day-to-day inter- 
vention by central banks in the foreign exchange market and not by any 
periodic official clearing. If any substantial settlement were effected through 
the EMA machinery in any month it would be a clear indication that a very 
abnormal situation prevailed. In the normal course the EMA, apart from 
an occasional loosening of the purse strings of the European Fund, should 
play only a modest and intermittent réle in the settlement of intra-European 


payments. 


CONVERTIBILITY IN EUROPE 


The following notes outline the technical changes announced by the twelve 
members of the Organization for European Economic Co-operation that made 
their currencies convertible for non-residents at the end of last year and show 
what exchange restrictions remain. They also indicate the degree of liberaliza- 
tion of imports that each country has achieved. 


United Kingdom. Parity: 2.80 US dollars to the £1. Official spread of 
rates 2.78-2.82. For details of the establishment of non-resident convertibility 
see article on page 75. ‘Tourist allowance: £250 per person to Scandinavian 
countries, £100 to rest of non-sterling world. Liberalization of imports: OEEC 
countries 94 per cent; dollar countries around 75 per cent. 


France. ‘The franc as devalued on December 29, 1958, has been given an 
official parity of 493.7 to the US dollar. Spread: 490.0-497.4. Previously there 
was no official parity notified to the IMF, but the unofficial parity was 420 francs 
to the dollar. ‘The introduction of the “ heavy ’”’ franc will mean the parity will 
be quoted as 4.937. Non-resident convertibility achieved by merging free franc 
accounts (formerly credited with the proceeds of convertible currencies) with 
other non-resident accounts, which prior to December 29 were designated geo- 
graphically according to the country or monetary area in which the account holder 
resided and to which an increasing measure of transferability had been conceded. 
On January 19 it was announced that the capital franc was abolished and that 
the proceeds from the sale of securities owned by non-residents were freely con- 
vertible. Resident accounts remain inconvertible. Liberalization: OEEC coun- 


tries 90 per cent; dollar countries zero. 


Western Germany. Parity: 4.20 D-marks to the US dollar. Spread: 
4.17-4.23. Convertibility for non-residents formally established on December 29 
by merging convertible accounts and DM accounts of limited convertibility 
(Bekomarks). ‘This still leaves formally inconvertible non-resident capital accounts 
(Libka marks) ; but by administrative action these are de facto convertible and have 
for some time been quoted at parity with convertible marks. In January, 1959, 
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it was announced that most restrictions on the convertibility of resident marks 
were lifted. A few restrictions remain on payments for films, insurance and 
transport services, but there are no restrictions on the amounts of domestic or 
foreign currency that can be taken out of the country by residents wishing to 
travel abroad. Liberalization: OEEC countries 93 per cent; dollar countries 
94 per cent. 


Italy. There is still no parity for the lira; but the Bank of Italy has fixed a 
spread of 620.5 to 629.5 lire to the US dollar. Non-resident convertibility achieved 
by merging non-resident accounts in free lire (previously credited with the proceeds 
of sales of convertible currencies) with non-resident multilateral lire accounts 
and bilateral lire accounts. ‘This leaves inconvertible non-resident capital 
accounts. ‘There is complete transferability between these accounts and they 
may be used for investment in Italy and, up to certain limits, for living expenses 
of the holder while in Italy. ‘Tourist allowance: 300,000 lire. Liberalization: 
OEEC countries 99 per cent; dollar countries 68 per cent. 


Belgium-Luxemburg. Parity: 50 Belgian francs to the US dollar. Spread: 
49.625-50.375. Complete convertibility of non-resident accounts established on 
December 29 by merging convertible accounts (previously credited with proceeds 
of convertible currencies), transferable accounts (held by all EPU countries), 
bilateral accounts and financial accounts (previously reserved for non-resident 
capital transactions). For residents there is complete convertibility for current 
transactions; capital transactions may be carried on through a free market or by 
settlement through the finance account of a non-resident. Since these finance 
accounts are now convertible there is in effect complete convertibility for both 
resident and non-resident. ‘There is no restricted tourist allowance. Liberaliza- 
tion: OEEC countries 96 per cent; dollar countries 86 per cent. 


Netherlands. Parity: 3.80 guilders to the US dollar. Spread: 3.77-3.83. 
Non-resident convertibility achieved through merging of free guilder accounts, 
transferable accounts and guilder agreement accounts. ‘This leaves “N”’ 
accounts (Indonesian) subject to control. No convertibility for the resident. 
Tourist allowance: 1,000 guilders per trip. Liberalization: OEEC countries 
96 per cent; dollar countries 86 per cent. 


Switzerland. Parity: 4.37 Swiss francs tothe US dollar. Spread: 4.295-4.450. 
There is complete convertibility for residents and non-residents. Liberalization: 
OEEC countries 91 per cent; dollar countries 99 per cent. 


Sweden. Parity: 5.17321 Swedish kronor to the US dollar. Spread: 5.1715- 
5.1750. Non-resident convertibility achieved by merging “ regular’’ accounts 
(proceeds of sales of convertible currencies), transferable accounts and bilateral 
accounts. Capital transfers are unrestricted within the Uniscan area. For other 
non-residents proceeds of capital transactions are maintained in “ restricted ”’ 
accounts. No free convertibility for the resident. Swedish tourists are allowed 
“any reasonable amount ”’ for travel within the Uniscan area, Kr 5,000 for other 
non-dollar countries, and Kr 2,500 for the dollar area. Liberalization: OEEC 
countries 93 per cent; dollar countries 68 per cent. 


Norway. Parity: 7.14286 Norwegian kroner to the US dollar. Spread: 
7.09-7.20. Free krone accounts representing proceeds of sales of foreign cur- 
rencies were merged on December 29 with other non-resident accounts, including 
those of countries with which bilateral agreements had been made and those of 
EPU countries to which the EPU arbitrage facilities had already given a wide 
measure of transferability. Non-resident capital transactions remain in capital 
or blocked accounts. No convertibility for the resident. ‘Tourist allowance: 
Kr 1,500 for adults and Kr 350 for each child. Liberalization: OEEC countries 


81 per cent; dollar countries 87 per cent. 
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Denmark. Parity: 6.90714 Danish kroner to the US dollar. Spread: 
6.8575-6.9575. On December 29 convertible, transferable and bilateral accounts 
were merged. Capital accounts of non-residents remain inconvertible. ‘There is 
no formal convertibility for residents, but tourists are allowed unrestricted travel 
allowances except for the dollar area. Liberalization: OEEC countries 86 per 
cent; dollar countries 55 per cent. 


Austria. Parity: 26 schillings to the US dollar. Spread: 25.80-26.20. Con- 
vertibility for non-residents was announced four days after the other countries 
of Western Europe had made their move. Free schilling accounts, into which 
the proceeds of sales of gold and convertible currencies had been credited, were 
merged with schilling accounts of all EPU countries and of Argentina, Paraguay 
and Finland. Bilateral non-resident accounts remain restricted. Non-resident 
capital accounts are not formally convertible but enjoy a wide measure of adminis- 
trative convertibility. ‘Tourist allowance: 7,150 schillings a year. Liberalization: 
OEEC countries 90 per cent; dollar countries 40 per cent. 


Portugal. Parity: 28.75 escudos to the US dollar. Spread: 28.48-29.02. 
Followed the other European countries’ move to non-resident convertibility with 
a few days’ delay. Previously payments were arranged through bilateral accounts 
to which the EPU arbitrage system had given a measure of transferability. All 
these bilateral accounts have been merged into one type of convertible non- 
resident account. Liberalization: OEEC countries 94 per cent; dollar countries 
53 per cent. 

Note: The trade liberalization percentages for OEEC countries are in terms of 
1948 imports on private account, except for Germany (1949), Austria (1952) and 
Benelux (1955). Percentages for dollar imports are related to imports in 1953. 
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Statement of Condition, December 31, 1958 





RESOURCES LIABILITIES 
Cash and Due from Banks...... $1,057,629,207 Capital (5,039,000 
U.S. Government Securities .... 865,585,430 shares— $10. par) $ 50,390,000 
U.S. Government Insured F.H.A. area 100,000,000 
SCE COTE SOS 79,154,073 Undivided Profits.. 71,113,502 
State, Municipal and _ Public —_—————— $221,503,502 
i ad aio 5 ki 234,702,131 *Reserve for Possible Loan 
Stock of Federal Reserve Bank. . 4,511,700 PT Cr Cree 48,712,786 
Other Securities .............. 28,980,056 Reserves for Taxes, Unearned 
Loans, Bills Purchased and Discount, Interest, etc. ...... 31,912,070 
Bankers’ Acceptances ........ 1,268,386,427 Dividend Payable January 15, 
NE ae eee eka hee kee 23,958,221 DE eet ke a eheseGeee caee < 2,519,500 
Banking Houses and Equipment 23,298,055 Outstanding Acceptances ...... 56,719,484 
Customers’ Liability for Accept- Liability as Endorser on Accept- 
_ eee eres si 55,604,573 ances and Foreign Bills ...... 31,982,360 
Accrued Interest and Other Re- Se ED kccocsesccsoes 2,839,103 
DE Dewck ens b6)2605008 8% 12,234,755 SC oh utah eabeb a ae Na eedes 3,257,855,823 
$3,654,044,628 $3,654,044,628 





*Applicable to cover such future loan losses as may develop. None are at present known. 
United States Government and Other Securities carried at $148,196,612 are pledged to secure public 
funds and trust deposits and for other purposes as required or permitted by law. 
Chairman: HORACE C. FLANIGAN 
International Banking Department: 55 BROAD STREET, NEW YORK 
Member FEDERAL RESERVE SYSTEM Member NEW YORK CLEARING HOUSE ASSOCIATION 
Member FEDERAL DEPOSIT INSURANCE CORPORATION 


Representative Offices: 
1, CORNHILL, LONDON, E.C.3 VIA BISSOLATI 76, ROME 
ROSSMARKT 23, FRANKFURT, a.M. DAI-ICHI BUILDING, YURAKUCHO, TOKYO 
Incorporated with Limited Liability in U.S.A. 
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France Takes the 
Big Way 


By BERTRAND DE JOUVENEL 


HE temper and tone of the new French regime are reflected in 

the many important decisions dramatically announced at the end 

of December. By their boldness in the international realm and 

their toughness in the domestic realm, these measures are clearly 
meant to contrast with the makeshifts that had characterized the policies 
that preceded them, and to challenge at one blow all the criticisms that 
French economic policy had incurred abroad. France was committed to 
enter the common market but was suspected of doing so with an eye upon 
the safeguards: she will fulfil her obligations without reservations. France 
had been taunted for failing to liberalize her imports according to OEEC 
conventions: instead of liberalizing up to 75 per cent as she was bound to, 
she has raised the proportion to 90 per cent. Again, a devaluation of the 
franc was expected, but France has also, for the first time since 1948, 
notified the IMF of an “‘ agreed par value ”’ for the franc, bound to a given 
weight in gold. Above all, French public finances, which were regarded 
as in a chronic state of disorder, have been recast. ‘The technical measures, 
therefore, are bound up with a “ new style’ in government, with a change 
of economic advisers and a shift in the angle of vision on economic prob- 
lems, the budget being restored to a central position which it had not 
occupied in the economic strategy of the Fourth Republic. 

Under the Fourth Republic, in healthy reaction to the chronic stagnation 
of the thirties, growth was the major imperative of economic policy. Gross 
national product at constant prices grew at an annual rate of 4 per cent 
from 1949 to 1953 (against an annual rate of growth of 2.5 per cent in the 
same years in Britain) and by 5.6 per cent yearly from 1953 to 1957 (Britain: 
2.9 per cent). In the same two periods, industrial production grew respec- 
tively by 5 per cent (Britain: 3.5 per cent) and 9.4 per cent (Britain: 3.5 
per cent). From 1950 to 1957 real consumption per head grew by 40 per 
cent, or at a yearly rate of 5 per cent. Statistics compiled by the OEEC, 
based on the year 1953, showed that at the beginning of 1958 the growth 
of French industrial production had outpaced even that of Western Germany 
(France 156, Germany 151, Britain 115, United States 97). 
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The major restraint upon growth was the availability of external means 
of payment, a restraint that was considerably relieved by foreign grants or 
credits. France’s continuing avidity for such foreign help has done great 
harm to her external reputation. It has been interpreted as a chronic 
inability to maintain a balance between her domestic wants and her domestic 
output. I would argue that a decisive factor contributing to this net intake 
of resources from foreign countries has been the size of the net flow of 
resources from France to the overseas franc area. 

While it is not appropriate to dwell here upon the economic history of 
the Fourth Republic, it is relevant to note that the current foreign earnings 
of the franc area (at least nine-tenths of which are directly attributable to 
France) increased, with considerable regularity, from $1,380 millions in 
1947 and $2,200 millions in 1949 to as much as $5,217 millions in 1955. 
In both 1954 and 1955 these earnings were well above the level of current 
expenditure overseas, thus allowing France to repay debts and accumulate 
reserves. France’s trade balance with foreign countries was favourable in 
financial terms, and even customs figures, which as in Britain value imports 
c.i.f. and exports f.o.b., showed only a slight deficit. On the basis of 
1949—100, the volume of exports had risen by 1955 to 233, and the 
volume of imports only to 141. ‘This increase in exports far more than 
offset the deterioration of 15 per cent in the country’s terms of trade. 

The excellent trading balance achieved by France in 1954 and 1955 
was the more remarkable in view of the handicap incurred by French 
producers as a result of the alarming increase that the governments of 
1951 had allowed to cccur in the cost of an hour’s labour to the manu- 
facturer. The rise in this cost during 1951 was no less than 35 per cent, 
which made French costs higher than those in Britain and Western Ger- 
many.* ‘The unanimous verdict of the international experts was that this 
condemned France to a further devaluation in 1952. For psychological 
reasons, however, that move was rejected and French manufacturers managed 
from the early months of 1952 to the late months of 1955 to bring down 
the prices of their products by some 14 per cent, despite a rise of well over 
20 per cent in hourly labour costs. Although the hourly cost of labour 
doubled between 1949 and 1955, the rise in the prices of manufactured 
goods was limited to 40 per cent. ‘These signs of health obtained notwith- 
standing an impasse} of more than 600 milliard francs between government 
revenue and total government expenditure, including capital expenditure. 

The favourable external position was disastrously reversed in 1956: 
current expenditure of foreign currencies jumped from $4,810 millions in 
1955 to $6,042 millions in 1956, and reached $6,541 millions in 1957, 
while overseas earnings marked time at around $5,200 millions. The 
Mollet Government, installed in January, 1956, had overloaded the economy 
and the resulting pressure showed up in the huge external deficit that 
rapidly consumed France’s exchange reserves. France thus had to return 





* See Comparaison des Salaires Francais et Etrangers (by N. Méraud), Etudes & Con- 
jonctures, May, 1955. 
+ L’impasse corresponds roughly to the overall budget deficit in Britain. 
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to import restrictions in June, 1957, and to devalue in August, 1957, by 
20 per cent. As this devaluation was not associated with any measures 
designed to deflate the excessive over-all demand, there was no hope of its 
success. Within a year retail prices had risen by 20 per cent. 

Two successive crop failures played a big part in this rapid deterioration. 
Agricultural products play a crucial rdle in France’s trade balance, where 
the net surplus arising in trade in manufactured goods generally falls very 
far short of the net deficit in trade in raw materials and fuels. 


M. Gaillard Applies the Brake 


While the devaluation of August, 1957, was a “‘ forced move ’’, which is 
usually as inadequate in finance as in chess to retrieve a situation, a sus- 
tained effort was made from the middle of 1957 onwards to cope with 
France’s external problem by paring down overall demand. The strong 
recommendations of Mr Per Jacobsson and M. Wilfrid Baumgartner were 
carried out with energy by M. Gaillard as finance minister, and, when he 
became Prime Minister, by his successor M. Pflimlin. This effort took 
the form both of credit restrictions and of a constriction of [’impasse. 

French credit restrictions are essentially quantitative. French banks, 
which are required to hold a given percentage of their deposits in ‘Treasury 
bills, are allowed to present any surplus bill or any commercial paper for 
discount at the Bank of France. But the discount facilities afforded to 
each bank are limited in quantity: there is a “ ceiling ’’, and credit restriction 
means a lowering of the ceilings. In the second half of 1957 the ceilings 
were lowered, in three stages, by 35 per cent. In such circumstances, the 
normal rate of discount seems less significant than the penalty rates affecting 
any discounting exceeding the quota by less than 10 per cent (this, even 
in official documents, is called “ hell’) and the super-penalty rate affecting 
any discounting that exceeds the quota by more than 10 per cent (‘‘ super- 
hell’’!). ‘he measures taken kept the total supply of short-term credit to 
business at just about the same total on June 30, 1958, than it had been 
twelve months earlier, before devaluation. 

As for impasse, not only was it cut down from 1,041 milliard francs 
in 1957 to 600 milliard francs in 1958, but the contrast between the first 
halves of the two years was much more pronounced, and gave rise to a 
chorus of complaints from government contractors. Some industries, such 
as aircraft construction, were strangled, others were affected in a more 
roundabout manner. French industrial indices, seasonally adjusted, began 
turning down in the second quarter of 1958. Ever since the spring of 1957 
it had been merely a question of when this would occur, what the down- 
ward slope would look like, and what effect the recession would have on 
the external balance. A recession had apparently been widely expected 
since the index of French shares, which had risen from 350 to around 450 
between May and August, 1957, slipped below 400 as early as October, 
1957, and below 350 in April, 1958. 

Yet so accustomed had businessmen become to the continuous rise of 
demand that almost half of the industrialists interviewed in February, 


9] 











1958, were positive that they would invest more in 1958 than they had done 
in 1957. But in fact most of them did not do so: there was a considerable 
readjustment of plans and programmes in the late spring and early summer. 
There was no longer any question about the recession. Indeed, in October 
as many as 59 per cent of the industrialists interviewed expected a decrease 
in incoming orders; only 7 per cent expected an increase. One of the 
questions that had been ardently discussed was how soon would the re- 
cession cause an upturn in exports. An upturn was apparent in October. 


The Small Way or the Big ? 


The reader may well complain that while he wants to hear about the 
future, I have so far dealt with nothing but the past. It is, however, not 
irrelevant to note that a depressive atmosphere had been generated in 
which a “‘ little’ devaluation, a discreet slip by some 9 per cent in the 
exchange value of the franc, would have caused no price reactions. It was 
maintained by some people that such a change would suffice to correct the 
disparities of prices between France and her European associates in OEEC 
or her partners in the common market. Certainly such a change would 
arouse no emotion, merely bringing the exchange rate applicable to com- 
modities into line with the rate already applicable to tourists and, moreover, 
with the market price of the gold bar. 

The very reasons that recommended this operation to some minds (“ it 
would make very little noise, cause no reactions ’’) made it unpalatable to 
others (“‘ another step down, furtive and shameful’”’). Possibly it might 
be a good move, but certainly not a grand one. It did not harmonize with 
General de Gaulle’s style, there was no boldness or definiteness about it, 
and it was not significant of a new era. As soon as M. Rueff was called 
to organize and lead a committee of experts it was clear that there would 
be something altogether different from a mild adjustment. 

M. Jacques Rueff has been famous almost from youth as a powerful 
logician of economics. He has a definite philosophy of the social order,* 
agrees with Montaigne that lying undermines human relations, and regards 
the “‘ distribution of false rights’ (his name for inflation) as lying per- 
formed by the government, which should be a guardian of veracity. 

The call made upon M. Rueff at first evoked great alarm in the minds 
of the growth-minded French experts. ‘They were worried already about 
the development of the recession; while they had accepted that some recession 
was necessary to restore external equilibrium, many of them had felt that 
most reliance should be placed on “ selective measures ’’.t It was clear to 
them that M. Rueff would have no truck with such measures, and knowing 


* The word “‘ philosophy ”’ is not here used in the lax American sense that attributes a 
‘“‘ philosophy ”’ to any politician. M. Rueff is the author of a very remarkable book entitled 
I’ Ordre Social (Librairie de Médicis). 

+ The thesis of ‘‘ selective measures’ was presented to the Commission of National 
Accounts in May, 1958. It can be summed up as follows: The purpose of the recession 
is to restore external balance; but it will take an undesirable degree of recession to achieve 
the objective; let us therefore introduce some form of internal rationing of those products 
that bulk heavily in our imports (such as petrol) and of those it seems most desirable to 
release for export (such as meat). 
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that he would attack the problem from the angle of balanced public finances, 
these experts feared that his advice would result in a sacrifice of publicly- 
financed investments, thereby introducing a “ multiplier of recession ”’. 
In fact there was no such sacrifice. It is not possible here to spell out the 
differences between the budget that was finally published and the recom- 
mendations of the Rueff Committee, and it does not seem necessary to do 
so since M. Rueff himself belittles these differences. We may concern 
ourselves merely with the outcome of the recommendations as presented 
in the budget. 

This outcome can be simply summarized as an elimination of many 
subsidies and a raising of many taxes; public investment, in fact, has been 
increased. While those responsible for the elaboration of a budget have to 
take into account the initial requests for credits and are therefore prone to 
compare their final product with those initial demands, the comparison 
valid for the economist is of planned expenditures and receipts for the 
coming year and the actual expenditures and receipts of the year just ended. 
When this comparison is made with the 1958 budget, as its likely outturn 
was assessed in October, 1958, the following facts come to light. Overall 
expenditure is increased by 643 milliard francs, partly as a reflection of 
increased prices, partly because publicly-financed investment is higher, 
and partly because charges usually carried by the Bank of France in 
respect of residential buildings are shifted to the budget. On the other 
hand, receipts are higher by 656 milliard francs: the impasse is thus brought 
down to 587 milliard francs. 

This places it well beneath the levels sustained from 1952 to 1955, which 
proved non-inflationary. Moreover, a milliard of to-day means less in 
real terms, and even less as a fraction of the larger gross national product, 
than it did in those days: the zmpasse of 1952 was equivalent to 4.7 per 
cent of GNP, the impasse proposed for 1959 is less than 2.7 per cent of 
GNP. Consider further that the compression of the impasse to 600 milliard 
francs in 1958 (such was the estimate of the likely outturn made last October) 
proved sufficient to shift the economic climate from boom to recession. 
With the recession well under way an impasse of only 587 milliard francs 
should prove a strongly deflationary influence. Such constriction has 
therefore been applauded by all those who desired rigour, but many others 
fear that it will aggravate the recession. At the moment, however, another 
aspect of the measures adopted looms largest. 

Everybody agrees that the measures taken to eliminate subsidies were 
desirable, that they represent a “cleaning-up’”’ of the French economy. 
Whether such a massive “clean-up ”’ should have been attempted at the 
same time as a devaluation is a point on which opinion is far more divided. 
When you devalue, you want your internal prices to move up as little as 
possible. Now an autonomous cause of price increases has been injected 
at the same time as the devaluation. ‘The Rueff report fully recognized 
that the elimination of subsidies implied some automatic price increases; it 
also recognized that through their influence on the cost-of-living index 
these increases would push up all remuneration tied to that index and 
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thus have a secondary effect upon prices through this increase in labour 
costs. ‘To guard against such spiralling the experts prescribed (and the 
Government proclaimed) the abrogation of all clauses tying remuneration 
to the cost of living. ‘The only exception to this abrogation is the minimum 
wage, which may not, however, be used as a basis for scales of remuneration. 

Thus only those consumers at the bottom of the income ladder are to be 
compensated for price increases: all others are required to absorb those 
increases as an essential part of the required medicine. But will they do 
so? ‘The “ man in the street” has certainly failed to understand that the 
sharp price increases that have occurred on desubsidized goods and services 
are independent of the devaluation: he regards them as omens of a general 
price increase stemming from the devaluation and he is anxious to raise his 
income correspondingly. ‘The Government has made it difficult for private 
employers to resist wage and salary demands by deciding to apply a 4 per 
cent increase to all its own employees. It has not passed unnoticed that 
in this case the increase has not been limited to those standing at the bottom 
of the income ladder, but has applied to all. ‘True, promises had been 
made to Government employees, whose remuneration had fallen well 
behind that of employees in the private sector, and this increase can be 
presented as a mere “catching up’”’, quite unconnected with the new 
measures. ‘This may be perfectly logical; but the psychological effect is to 
create a precedent. 


Wages Pressure and Recession 


In the depressed climate that preceded the present operation, a devalua- 
tion by itself, and especially a furtive one, would have generated few price 
increases. ‘The injection of autonomous price increases complicates the 
problem. ‘The extent of the devaluation chosen, just on 15 per cent, takes 
all these price increases into account and leaves a little leeway for some 
further increase in the price level. What is now in question is whether 
there will be a limited once-for-all price effect, or whether a wage-price 
spiral will be generated. 

How big a price increase is in prospect? Industrialists point out that 
their costs will be raised in four ways: first, by the direct effect of devalua- 
tion on the cost of imported materials; secondly, by the increase in the tax 
on “added value”; thirdly, by increases in social charges*; and fourthly, 
by the vast increases in the prices of goods and services provided by State- 
run industries (postal services, coal, electricity, gas, railways, etc). ‘These 
latter increases, designed to make the State industries financially self- 











* Of the changes in social charges, the most important concerns family allowances. All 
employers paid into the Family Allowances Fund 14.5 per cent of each individual wage 
or salary, but only up to a specified wage-ceiling. "The payment required has been lowered 
to 12 per cent, but without any ceiling. This will mean some alleviation for the industries 
or firms that had a very high proportion of low wages or salaries, but a considerable bur- 
dening of the industries or firms that had a very high proportion of high wages or salaries. 
In the case of some important firms, that by itself means an addition of almost 4 per cent 
to the total cost of labour, and it goes much higher in some cases. Those service firms 
that employ almost nothing but very highly paid labour are hardest hit of all. The film industry 


offers an extreme case. 
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supporting, are by far the most important factor raising the costs of private 
industry. The impact of these several increases on the costs of different 
producers will vary considerably. Each producer, individually, will have to 
take two further items into account: the increase in the prices of his materials 
resulting from the increase in the production costs of his supplies and the 
increase in his own and his suppliers’ costs arising from the coming round 
of wage settlements. The direct impact of the removal of subsidies on the 
cost of living is set tentatively at 4 per cent, or perhaps 44 per cent. This 
is the amount by which the minimum wage will rise. Will it be possible 
to confine wage increases to workers whose earnings stand only a little 
above the minimum wage, or will demands be pressed for increases for all 
workers ? That is the great question now confronting private employers. 
Employers set a high value upon the confidence and understanding that they 
have established with their workers in recent years. ‘They would be 
reluctant to jeopardize that harmony by a strenuous resistance to wage 
claims, if these were vigorously pressed. As yet, however, there is no 
sign of strong pressure for higher wages: labour is concerned about the 
decline in industrial activity—an hour of overtime can be more valuable 
than an increase in the hourly wage rate. It is difficult to foretell the 
course of wages in private industry until settlements in the nationalized 
industries are known; these will set the pattern. If the Government applies 
the recommendations of its experts and raises only the lowest wages, the 
same may occur in private industry; if, on the other hand, the Government 
raises the wages across the board, again private businesses will follow. 
Without question employers are keenly aware that it is undesirable from 
the national point of view to raise prices by more than the minimum neces- 
sary amount, and they are also acutely conscious of sagging home demand 
and increased foreign competition. Indeed, there are already instances of 
industries that have registered new prices, for the record and as a pre- 
caution against any possible future re-controlling, but are in fact selling 
below these prices. ‘The upshot may well be some absorption of increased 
costs at the expense of their self-financed investments. In other words, the 
reactions of industrialists are more likely to contribute to a deepening 
recession than to a wage-price spiral. 

There is at present a conjunction of price-raising and activity-depressing 
influences. ‘The outcome cannot be foretold, partly because social reactions 
have not yet taken a definite shape, but mainly because Government decisions 
have become unpredictable: this is government by surprise. But at the 
moment the betting is that the price-raising influences will have a far shorter 
span of life than the activity-depressing influences, that the rise in prices 
will be moderated by the shadow of recession. ‘The betting, therefore, 1s 
in favour of the success of the monetary operation. While there is some 
flurry of gold-buying by nervous amateurs, the professionals of the inter- 
national capital markets report a movement of funds into France, either 
arising from the repatriation of funds belonging to Frenchmen or from 
investments by foreigners, and they expect that inflow to increase from 
March, by which time, in their view, the dust will have settled. 
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As I See It... 


By SIR OSCAR HOBSON | 


























British Aluminium and the City 


INETEEN FIFTY-NINE has started as a year of great promise. 
While as yet there has been little time to test its performance 
one has, nevertheless, to note that such recovery as is already 
taking place is almost entirely in the consumption and con- 
sumer-durable industries. ‘‘ Heavy’”’ industry and the capital industries 

-steel and machine tools and industrial building notably—are still in the 
dumps, rather declining further than recovering. However, the buoyancy 
of the lighter industries has been great enough to swing the official produc- 
tion index on to the upgrade and I certainly see no reason to suppose that 
in a few months’ time the capital industries will not begin to respond. In 
the United States, it is pertinent to note, the strength of the recuperative 
forces has been such as in eight months to raise the production index from 
its low of 126 to 142, that is only 3 points, or just over 2 per cent, below 
the pre-recession peak of the summer of 1957. There does not seem to 
be any compelling reason why recovery in Britain should be markedly 
slower than that. As the new Review of the National Institute of Economic 
and Social Research calculates, there is scope for a rise in industrial pro- 
duction of 10 to 15 per cent within the existing productive capacity and 
reserves of labour. 

The Review contends that if further Government reflationary action is 
decided upon—and it refrains from making any positive recommendation 
on the point—it should take the form of more stimulants of consumption 
rather than direct measures to foster investment. As a logical proposition 
{ think this is incontrovertible. In terms of employment results will 
obviously come quicker that way. Moreover, it is better that investment 
should follow and be moulded by consumer demand than that it should be 
artificially boosted by investment allowances or other forms of subsidy. 
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But the all-important practical question is—what sort of stimulants of 
consumer demand and in what dosage? One thing is pretty clear. The 
Bank rate has largely shot its bolt as a reflationary agent. It is still, as I 
write, at 4 per cent to which it was reduced two months ago. If it falls 
to 34 per cent it will be mainly on external grounds, since the reduction 
will make hardly any difference to the cost of commercial bank loans. 


‘‘ Instinctive Flair ’’ and the Budget 


Therefore it is to the budget that we must look for any further official 
expansionary action—and, of course, everyone is looking to it. The 
Economist, in its sweeping way, says that the right recipe is a shilling off 
the standard rate of income tax and nothing less. It says that the task of 
the statesman is to listen to professional advice and then “ to add his own 
touch of instinctive flair’’. Anglice that means to ignore the professional 
advice—and that counsel coming from that particular journal seems to be 
throwing a boomerang. 

At any rate, as far as I can judge the budgetary situation at the moment 
—and that I agree is not very far—the shilling off would be what The 
Economist says that “‘ stern realists ’’ would regard it as, i.e. “‘ wildly infla- 
tionary”’. ‘The shilling cut with the appropriate reductions of the sub- 
standard rates would cost £280 millions—though no doubt somewhat less 
in the first year. But the income tax cut could not stand alone. Nowadays, 
when a cut is proposed, non-income tax payers always expect to be com- 
pensated for not paying income tax. If a shilling cut off income tax is to 
be put forward in the budget, I do not think that any Government will 
get away with it in a General Election year unless it is flanked by a very 
sizeable cut in purchase tax. ‘That would be “ political ’’ necessity, but 
also, I think, quite good fiscal sense. ‘To cut purchase tax by a quarter 
would cost £120 millions, making with income tax reduction {400 millions 
in a full year, though perhaps not much over £300 millions in 1959-60. 

I don’t believe that any sober assessment of the budgetary outlook for 
1959-60, above and below the line, is going to justify tax-cutting on that 
scale. ‘The current year’s accounts are not running particularly well. ‘The 
over-all deficit at the end of March does not look like bettering Mr Heath- 
coat Amory’s estimates. Ordinary revenue next year will show less than 
the normal “ normal increase’”’ and below the line capital expenditure 
seems to be building up. My guess is that the room for tax cutting will 
not exceed {£200 millions, which could mean sixpence off the income tax 
plus, say, 10 per cent off purchase tax and, let us hope, a drastic paring 
of the stamp duties on share and property transfers, which fall so hardly 
on investment. I am quite content with the sobriquet “ stern realist ’’— 
| could even face “ sadistic deflationist ’’. Anything to stall off “ instinctive 
flair ’’, the password for a return to 1955! 

And now to my main subject this month, the British Aluminium incident. 
A year ago I was writing in The Banker of a series of events unprecedented 
in the long history of the City, namely, the Bank rate leak inquiry. Now 
we have in the British Aluminium battle a cause only less célébre than that. 
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Though, of course, utterly different in detail the two episodes were 
similar in presenting many different fascinating facets, and in particular in 
shedding so much light on the personalities and principles of conduct of 
the great men and great institutions of the City. Personally, I hold strongly 
that the British Aluminium drama, for all the ham-handedness of some of 
the actors, has brought no harm but considerable good to the City. It 
has done good in two ways. It has shown that the spirit of competition 
between financial houses is far from dead, as one has sometimes been 
tempted to suppose. And it has shown that shareholders are far from 
being the impotent and apathetic dumb clucks that they are sometimes 
supposed to be. 

Whether sensible or not, the final decision was that of the shareholders, 
and no one else. Mr Olaf Hambro suggested in his letter to The Times 
that “ practically the whole of the representatives of the City ”’ supported 
the British Aluminium Company in its resistance to the Reynolds-Tube 
Investment “ take-over’ operations. I cannot see how such an assertion 
can be reconciled with the action of the great majority of BA shareholders 
in either accepting the TI offer or selling their shares through the market 
to Reynolds Metals. A substantial proportion of them did so before the 
banking group withdrew its own offer to buy 50 per cent of all holdings 
of BA. A large part of this majority must have consisted of investment 
institutions who must surely be regarded as belonging to “the City ”’. 
Mr Hambro goes on to suggest that it was the City Editors who were 
responsible for this defection of the mass of BA shareholders from the 
authentic City View. He flatters us. We have no power “to make the 
worse appear the better cause ”’ in the eyes of investors, least of all of the 
institutional investors who, if they read the City articles in the Press for 
the information they give, and even for the views they express, are well 
able to form their own judgment on propositions put before them. Equally, 
I hold, it is not part of a City Editor’s duty slavishly to reflect the opinions 
of the Establishment, that is ‘‘ the City ”’ as implicitly defined by Mr Hambro. 


A Cardinal Error 


It is, of course, quite arguable that the Aluminum Company of America 
(Alcoa) would have been a better partner for BA than Reynolds Metals 
backed by ‘Tube Investments. It is quite arguable that the original arrange- 
ment by which Alcoa was to take up 44 million BA shares at 60s and so 
provide BA with £134 millions of very acceptable liquid capital was in 
that respect superior to the Reynolds-TI deal which directly brings no 
fresh resources to BA. What is not defensible was the tactics employed 
by BA and its supporting group of banks and financial houses to put the 
deal over on the shareholders. There was first the secrecy of the contract 
with Alcoa under which a third of the equity of BA was to be alienated. 
The BA board urged that except under conditions of secrecy the deal 
could not have been completed. But agreed that it was necessary to con- 
duct the negotiations in secret, what good reason could there have been for 
not making completion of the deal, which had in any case to be contingent 


98 























\e 


i i al 


pot HZ CD CP Cv Che & jr WF Ce Or ee YEKFe NEO SCY 


Go é 

















on the consent of the Treasury, subject to ratification by the BA share- 
holders ? None at all, so far as I can see. 

Yet in seeking to push this deal through without reference to their share- 
holders, BA and its advisers committed a cardinal error. They under- 
estimated the capacity of shareholders to resist their boards of directors, 
in these days when so much larger proportion of shares is held by insti- 
tutions having their own protective organizations, and so much smaller 
proportion by unorganized private investors. 

They made at least two other mistakes. One was the raising of the BA 
dividend as an added inducement to shareholders to support their board. 
That was an extraordinarily weak move and it is remarkable that the great 
banking houses allowed BA to make it. True, there have been not a few 
cases in which this form of douceur has been administered in order to make 
a take-over bid palatable or unpalatable, as the case may be. But always 
this action poses the dilemma—either the board declaring the ad hoc in- 
crease in dividend had previously been consulting its own interests rather 
than those of its shareholders by under-distributing or else it is now over- 
distributing by paying out a larger proportion of the profits than the financial 
state of the company warrants. With BA the latter was clearly the case. 
The earnings of the company did not warrant the stepping up of the divi- 
dend from 12 to 174 per cent. ‘Tube Investments would have had better 
justification for replying in kind—but they wisely resisted the temptation. 


Learning the Lesson 


Finally, BA or its supporting phalanx of bankers made the mistake of 
setting themselves up as interpreters of the “ national interest’ and con- 
veying the suggestion that the element of American control of BA implicit 
in their scheme providing for the “ maintenance of British Aluminium as 
a separate British company in partnership with Alcoa” was basically 
different from, and less reprehensible than, that which would result from 
the Reynolds-TI plan. In fact this contention will not hold water. In 
the one case the American Alcoa would have held one-third of the voting 
shares in BA and the unorganized mass of mainly British shareholders the 
other two-thirds. In the other, now the actual, case the British company, 
Tube Investments, holds firmly in its possession control of 90 per cent or 
more of the voting capital in BA with Reynolds Metals as the perpetual 
junior partner unable to outvote it. To say that this is six of one and 
half a dozen of the other is, if anything, to be charitable to the BA banking 
group. 

In any case how much sense is there in the underlying suggestion that 
control by American companies of manufacturing concerns operating in 
Britain constitutes a national danger for the country? None at all. If 
American business and American finance cross the Atlantic and run 
manufacturing enterprises over here, it is in our interest and not to our 
detriment. Does anyone contend that we have been harmed because 
ownership of most of Fords and all of Vauxhalls equity capital has put, say, 
one-third of our motor manufacturing capacity under American control ? 
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Does anyone suppose that if in some unthinkable emergency it were neces- 
sary to end this control, our Government could find no means of doing so ? 

But it may be said: “‘ If these august houses have made fools of them- 
selves in the manner you suggest, how can you say that this episode has 
been good for the City?”’ Well, I say it because I am convinced that 
though there may be among our bankers individual blinkered Bourbons 
still living in the nineteenth century, the great mass of those “ representa- 
tives of the City’ who on this occasion supported the losing cause, are 
quite sensible enough to profit by their mistake. I think that they will 
have learned the lesson that our shareholding system is a more democratic 
institution than they (and the Labour Party) seem to believe. 

I am not among those who take any particular satisfaction in seeing 
houses carrying famous names discomfited. But I count it no disaster or 
tragedy that these big houses should meet competition from newer houses 
with names no less, but no more, alien-sounding than their own. And I 
think no one will deny that there is no lesson that the history of the City 
since the time of the Lombards has more often driven home. 


An Artist's Sketchbook: No. 60 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial Bank, 
Winchester 


capital of England. Although some modernization has taken 

place, the central part of the town was rendered fairly complete 
in earlier and better architectural periods, and presents a virtually con- 
tinuous picture of English architecture through the ages. 

The cathedral, which was recently in the news because of ghostly figures 
visible in a photograph taken in the choir, is the longest medieval church 
in the world and was commenced shortly after the Norman conquest. 
There is also much fine Georgian architecture to be seen, such as Jane 
Austen’s house in College Street. It is fitting, therefore, that the banks 
should have housed themselves in fine quarters, and one of the best examples 
is the National Provincial Bank opposite Winchester Cross in The Pentice. 
The two top floors are extremely simple in design and of plain red brick 
with stone used only on key stones and quoins. 

The ground floor, as will be seen in the drawing, is highly elaborate and 
is carried out in stucco with a deep cornice of ornament in the Adam style. 


' ‘ } INCHESTER was the Royal city of King Alfred and a former 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


Pilasters flank the sides of windows and doors and are joined to the cornice 


by curious projecting brackets. These are of such unusual form as to 
suggest that the building is a local builder’s adaptation from the pattern 
book of a London architect, a practice common in the eighteenth century, 
and one which had much to recommend it. Another curious feature is 
the way in which the consoles of the balcony are aligned with the uprights 
below in an irregular and haphazard manner. 
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FROM THE BANK CHAIRMEN— 


& ompetitive Fireworks 


F'TER this year in which British banking has hit the popular head- 
lines as never before, the bank chairmen could count upon an 
unusually attentive and diversified audience for their annual 
statements—but one with its ears cocked for facts about the 

banking innovations and potentialities rather than for pronouncements, 
however wise, upon world affairs or for business forecasts, however well 
informed. Only a minority of the bankers have seen fit to satisfy this 
interest in any detail, but there are instances in which reticence is in itself 
revealing. ‘The statements, considered as a whole, have shed a good deal 
of light both upon the origins of the summer’s far-reaching initiatives and 
upon the problems to which they may give rise. The classified extracts 
set out below have accordingly been mainly confined to these commercial 
banking developments. 

The fact that emerges most strikingly is the new competitiveness in 
British banking. In view of the extraordinary speed with which all the 
banks plunged into hire-purchase participations and most of them launched 
into instalment loans, some people simply could not believe that these 
developments were not in some fashion concerted. Any lingering sus- 
picions on this score will not survive a glance at the chairmen’s statements, 
which at many points are remarkable much more for the differences than 
for the similarities of view. Some banks obviously went into hire purchase 
or into “ personal”’ lending chiefly because their competitors were doing 
so; but at least the three biggest banks to enter the personal loan business 
evidently each had a scheme waiting in a pigeon-hole months before the 
ending of the squeeze—three separate schemes founded on the common 
model of American practice. 

The summer’s innovations were indeed a competitive display of fireworks, 
as Mr Anthony Tuke, of Barclays, calls them. But there is plenty of 
evidence to show that the competitiveness, if not quite so obvious to the 
man in the street, has grown steadily fiercer ever since. It is far from 
being the sedate and restrained affair that the uninitiated might expect of 
bankers who are bound to do many things in co-operation and who have 
a number of firmly established rate-agreements. The battle is already 
joined on the issue of commission charges, and may become more heated 
yet—as can be read between the lines of several of the chairmen’s pro- 
nouncements. ‘These very documents have this year become instruments 
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of competition, marked as they are by thrust and counter-thrust. 

Only the Midland Bank, first in the personal loan field, gives precise 
details of the response—an outstanding total at the year-end, after repay- 
ments, of nearly {7 millions—from which one may surmise that none of 
its competitors has so considerable a share of the business. Barclays, 
which had originally intended to confine its bid for new consumer-financing 
business to personal loans (without entering hire purchase), has found the 
main effect so far in a revival of interest in banking generally. Like the 
Midland, it has lent more new money to private borrowers by the con- 
ventional than by the new methods. The two banks that have stood aloof 
from this movement—the National Provincial and Lloyds—are both satisfied 
that the accustomed methods, given the new freedom to use them, are 
fully adequate, though Sir Oliver Franks leaves a loophole by saying that 
“we have so far felt”’ this. Keenest of all the controversial issues that 
have come to the surface during the year is that posed by the Midland 
Bank’s challenge through its cut-price limited-service account. Some of 
the rejoinders from the chairmen of other banks—none has yet ventured 
to follow the Midland’s lead—show a touch of asperity. If there is to be 
a new firework display, this is the point at which it will be sparked off. 

It is hardly surprising, in the circumstances, that opinions differ about 
the earnings prospect before the banks. Obviously the banking system is 
enjoying new opportunities to extend its business, and equally obviously, 
these opportunities should grow. Sir Harold Bibby, of Martins, expects 
the new lending freedom to be beneficial to future earnings; Sir Thomas 
Barlow, of the District, gives this as the justification for the increase in 
dividend. Other bankers, however, are not quite so sure; they have their 
eyes on the sharpening of competition, the fall in interest rates—and the 
contingency of a flare-up of rate-cutting. Several banks make it clear 
that their dividend increases are related not simply to the past and expected 
trend of true earnings but to the fact that the proportion ploughed back 
into inner reserves can now be somewhat reduced. 

On the business prospect the bankers, in general, are cautious; none 
suggests that the reflationary process has gone too far. For their views on 
this and other wider themes, readers are referred to the advertised reports 
that begin on page Xxxiil. 


On the End of the Squeeze 


Mr A. W. Tuke (Barclays): The most exciting event . . . has been our release 
from the bondage of detailed restriction on our lending. Bankers celebrated this 
happy event by a competitive display of fireworks which surprised the public and 
perhaps even their more sober selves. ‘The banks will be free to compete. . . 
which is salutary for us in that it will act as a stimulus to even greater efforts. . . . 
The customer will be free . . . if he is not satisfied . . . to go across the road to 
see if their rivals can do better. 


Lord Aldenham (Westminster): The most significant factors affecting our trading 
igures this year have been the persistent downward trend in the Bank rate and 
the restoration, after many years’ absence, of the freedom we enjoy . . . in our 
business. In some ways these two factors, when considered in terms of trading 
results, tend to conflict and their impact in a full year cannot accurately be 
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assessed. At the same time they provide a challenge to us all in seeking and 
applying new methods... . 

Sir Thomas Barlow (District): With recent developments creating opportunities 
which have long been denied to banking and with the possibilities of benefiting 
from any additional business that may be generated by economic expansion . . 
the time is propitious for an increase in dividend. . . . 


Sir Harold Bibby (Martins): . . . the return to the full exercise of lending, one 
of the banker’s traditional functions . . . should be beneficial to our future earnings. 


On Personal Loan Schemes 


Lord Monckton (Midland): . . . an extension of service, quite new for this country, 
which had been under consideration for some time . . . the extent to which the 
facilities have been taken up has confirmed the existence of a considerable demand. 
Up to end-December we had made over 45,000 personal loans, for sums averaging 
about £160, and the amount outstanding on them is nearly {7 million.... One- 
third by number, and over one-half by amount, have been for the purchase of 


motor vehicles. ... 


Mr Tuke: The recent lifting of restrictions has given us an opportunity . . . of 
giving our services a wider appeal to .. . “‘ the weekly wage-earner”’. . .. So 
far as his borrowing was concerned, we were determined that it should be provided 
for him on proper banking lines as an individual customer dependent on his own 
credit-worthiness. ... The hire-purchase principle, which relates the finance so 
closely to the goods, has always seemed to us to be undesirable as governing the 
relations between a banker and his customer. ... These thoughts crystallized 
in our minds, some twelve months ago, in the idea of a personal loan to meet 
the needs of the individual. ... We did not imagine we were alone in this country 
in allowing our thoughts to run on these lines. ‘The main effect so far appears 
to have been to revive an interest in banking generally, and we have lent more 
new money to private borrowers on conventional lines than by . . . the new 
personal loans. 


Sir Eric Carpenter (Williams Deacon’s): Although to us in this country this is a 
slightly new method of lending there is nothing new in making loans to indi- 
viduals with or without security with arrangements for regular repayment; indeed, 
that is the normal method, though hitherto it has been tailored to fit the indi- 


vidual case. ... 

Sir Thomas Barlow: As the aim of good banking is to serve people in every walk 
of life . . . we lost no time in adding . . . a less conventional scheme of lending. . . . 
We are very satisfied with the general response and with the quality of business 
which is being transacted. K 


Mr D. F. Robarts (National Provincial): Your directors decided that the existing 
system .. . which could now be used with greater freedom, would best meet the 
needs of the new situation. ... Our managers... are able once again to grant 
loans on proper banking lines and at normal rates of interest to their private 
customers. 

Sir Oliver Franks (Lloyds): We have so far felt that in the freer conditions we can 
once again fully serve the interests of our customers and of the general public 
without the introduction of special schemes for personal loans or for a class of 
customer entitled to less than the general services of the bank. 


On Hire-Purchase Participations 


Mr Robarts: The business of hire purchase . . . provided it is kept within bounds 
and does not encourage inflationary trends, has an appropriate part to play... . 
The financing will . . . form an increasingly important part of the credit system. . . . 
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A bank . . . can make a useful contribution to a hire-purchase finance company, 
both by way of financial support and by the introduction of customers. . . . 
company operating as a subsidiary of the bank but under its own established and 
proved management was the best arrangement. 


Mr Tuke: . . . If alliances were to be formed between banks and hire-purchase 
companies, it was desirable that we should participate in one, provided that we 
could do so without becoming directly involved in the management of hire 
purchase, which we do not understand.... Already there has been a considerable 
outbreak of competition in this field. ... The future of the smaller, uncom- 
mitted hire-purchase companies would appear in many cases to lie in amalga- 
mation with their larger rivals. Their situation is in fact not dissimilar to that 
of many private banks at the turn of the present century.... In so far as hire- 
purchase business becomes a function of the banks, it becomes susceptible to 
control through the banking machinery. ... It would be much better that the 
Authorities should find means of applying any control considered necessary 
directly. 


Sir Oliver Franks: . . . it seems natural that our bank should extend its interests 
into this field, which might be described as first cousin to banking proper. It 
seems natural, also, that our participation should take the form of acquiring 
ownership or part ownership of established organizations possessing the specialized 
experience required. ... It is an odd fact .. . that such a relationship had not 
existed since the time when consumer credit first began to increase. . . . 


Lord Monckton: The arrangements for . . . the establishment of an effective working 
partnership have gone ahead smoothly, and we have been impressed by the possi- 
bilities of fruitful development, among other things through branches to be 
opened in major cities. . . . 


On Limited Service Current Accounts 


Lord Monckton: 'The Personal Cheque system is designed to meet the needs of 
people requiring a standard, limited banking service, provided at the lowest 
possible cost, known in advance. It was foreseen that to achieve widespread 
recognition of the advantages . . . would require steady, sustained publicity. .. . 
Here too, however, we have been gratified by the immediate response. Large 
numbers of Personal Cheque accounts are being opened every day . . . and the 
average balance . . . has exceeded our expectations. Employers have shown a 
lively mterest . . . in connection with improved arrangements for paying their 
staffs .. . and this encouragement . . . would be greatly fortified if the Truck Acts 
could be amended. .. . 


Mr Tuke: An even greater influence [than amendment of the Truck Acts] in 
promoting the banking habit would be for factory workers to accept payment on 
a monthly basis . . . a banking account would become a necessity for the artificer. . . . 
It is not clear, however, what special attractions we can offer... . His needs 
are likely to be simple and the meeting of them relatively inexpensive. They 
will not, however, be stereotyped. Our private customers cannot be divided 
neatly into two classes . . . in any case no bank would like any of its customers 
to feel that they were travelling second class. 


Lord Aldenham: We have not thought it necessary to advertise a special cheap 
restricted current account. ... We remain as fully competitive in this service 
[to the private customer] as we have always been, not only in terms of commission 
charges but also in the comprehensive nature and manner of our service. . . . 


Sir Ertc Carpenter: . . . a word on charges for banking ‘services. ... All our 
customers are treated as separate individuals and it is surprising how different 
individual needs can be. ... A separate assessment is made by our managers 
each half-year of the cost.... We think this is a fair method . . . and that in the 
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long run most customers will want to have the great convenience that comes from 
having the call of all the many services. . . . 


On Special Deposits 

Mr Tuke: The authorities are perfectly entitled to fortify their control machinery, 
if they feel, perhaps on account of the special problems relating to Government 
expenditure, that the conventional weapons may be insufficient. . . . Super- 
ficially, it bears a strong resemblance to the unpopular wartime device of the 
Treasury deposit receipt, but we may hope that in practice it will be operated, 
if at all, more flexibly. To operate it fairly as between one bank and another 
may, however, prove difficult, if not impossible. 

Sir Harold Bibby: 'The Radcliffe Committee . . . may have other ideas to suggest. 
Lord Aldenham: I regret this decision, and trust that the power may never be 
used. I would have thought a better method would be for the Government 
itself to refrain from creating an excessive volume of credit. 


Lord Monckton: We may hope that this tentative addition to an already complex 
system of monetary control will be found in course of time to be unnecessary. 


Sir Eric Carpenter: It was with somewhat mixed feelings that the banks saw the 
setting up of a new monetary device. ... This new system will, I am sure, only 
be brought into operation with the fullest co-operation between the two parties 
concerned and is in the best British tradition of having flexible rules to be used 
when necessary but altered to suit changing conditions and abandoned if proved 
to be detrimental. It is infinitely to be preferred to some of the rigid liquidity 
rules in force in some other countries. ... We have now had some seven years 
of operating largely through monetary policy . . . it can now be seen that if it is 
used resolutely and changes are made rapidly it can give us, when accompanied 
by other and complementary measures, that degree of stability which . . . is the 
first need of the economy. 


On Convertibility 

Mr Robarts: Every advantage should be taken of the present propitious con- 
ditions to press forward towards full convertibility and the abolition of all 
exchange controls. 

Lord Monckton: We are, so to speak, midway towards the objective of free con- 
vertibility which has been in view throughout the period since 1945.... The 
next long-range process is presumably towards equality of status between. . . 
sterling-area residents . . . and people outside that area. This process, however, 
may well prove to be prolonged since it implies the working out of a practical 
reconciliation between the maintenance of a fixed exchange parity in a free market 
and the pursuit of a domestic policy aiming at a high level of employment and 
continuous improvement of the standard of living. 

Sir Oliver Franks: . . . clearly brings us a long step nearer [the freedom and non- 
discrimination envisaged at Bretton Woods in 1944]. ... It opens... a phase 
in which . . . special discrimination against dollar goods will cease to have any 
point... but... it does not appear that the recent move commits us to any new 
policies or imposes any major restraint on our freedom of action over and above 
that which is always implicit in the need to have regard, in our own interests, 
to the soundness of the currency. 

Sir Harold Bibby: This easement in monetary relations should materially assist 
in the negotiations for the Free Trade Area... . 

Lord Aldenham: . . . a welcome step . . . in that it implies that the Government 
do not intend to permit expansion to lead to renewed inflation. 
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The Congo’s Clouded 
Prosperity 
By GAVIN GORDON 


HE force with which the Belgian Congo hit the headlines, first 

with the January rioting in Leopoldville and, almost immediately 

afterwards, with the Belgian Government’s declaration of the 

territory's eventual independence, is a measure of the interest 
with which the world has watched the post-war development of this modern 
El Dorado. In the past the success of the Belgians in keeping the native 
happy by economic means has evoked particular admiration. The growing 
African demands for independence in so many territories, it appeared, 
were passing the Congo serenely by. 

This success, of course, was founded on a prosperity policy. It depended 
on the economic advantages accruing to the native worker being increased 
every year and, latterly, every six months. These advantages were not 
wholly, or even mainly, in the form of cash wages; for part of the adminis- 
tration’s paternal wisdom has lain in seeing that the portion of the gross 
national product that could be appropriated to the native was partly devoted 
to making him a well-fed, well-housed and healthy citizen. 

This was splendid while it lasted; but, even before world commodity 
prices turned downwards, there were signs that the cost of employing 
the native labourer was running ahead of his economic usefulness. A talk, 
as long ago as 1955, with the American firm laying out a new airport dis- 
closed that, despite the astronomic cost of importing and employing white 
labour, this course had nevertheless been adopted because of the diminished 
cost of supervision and damage to machinery and equipment. 

In other words the native, as a worker, was becoming marginal. This 
applied, of course, only at the labouring level; and meantime the com- 
paratively évolué native was finding his way into higher-level employment 
in which, at that time, there were still good opportunities. It has long been 
a characteristic of the Congo, with its infinitesimal white population—a 
round hundred thousand, against 13 million natives—that the natives are 
encouraged to undertake responsible work that the white unions in the 
Rhodesian Federation would zealously keep for their own members. As 
regards the great mass of unskilled labour, however, the question of the 
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cost of employing it was ready to become crucial; and pronouncements by 
Governor-General Petillon had already shown that this was officially 
recognized. 

This was one, but only one, of the problems that the Congo would 
obviously have to face as soon as the tide of prosperity turned. The other 
was the fact that, financially, it was balancing itself on the pinnacle of its 
own prosperity, and thereby ran the risk of being impaled. ‘This, in some 
degree, is what appears to have happened; and, though there are elements 
of very great internal strength, the present position—without regard to the 
political changes implied in the Belgian Government’s recent declaration— 
will undoubtedly leave problems in its wake. A full appreciation of this 
requires a broad review of the development of the Congo in recent years. 


Not by Uranium Alone 


It was a post-war commonplace to attribute the prosperity of the Congo 
to sales of uranium of which, for some years, Shinkolobwe was the western 
world’s principal source. Geologically the soil of the Congo is astonish- 
ingly versatile; and, if the world wants any particular metal, the chances 
are that the Congo can produce it. This was certainly true of uranium. 
It is true, too, of cobalt and germanium, in a measure of lithium and cad- 
mium; rumour suggests it will be proved true of aluminium. The Congo’s 
uranium, however, is all mined by the Union Miniére du Haut Katanga; 
and comparison of the company’s sales of copper and cobalt with its total 
receipts, shows clearly enough that the value of the uranium sales can at 
best have been a useful addition to the country’s revenues, not a major one. 

The story of the modern Congo is the story of its communications. 
Their backbone is, of course, the great river itself and its tributary the 
Kasai, supplemented by railways over the non-navigable stretches. ‘These 
include the line between Leopoldville and the estuary port of Matadi, 
which covers the last lap where the River Congo forces its way seaward 
through the Crystal Mountains, and implies that traffic between the Atlantic 
and the interior has to be transhipped on the banks of the Stanley Pool. ‘The 
great mining centres are the better part of two thousand miles up country; 
and it is barely half a century since they were visited by the young Prince, 
the future King Albert, who travelled by the Cape and had to cover the 
last five hundred miles by horseback, foot and bicycle. ‘Twenty years later 
he set a royal record by travelling several thousand miles round the territory 
by air; for it was not for nothing that Belgian civil aviation had begun its 
development with the Ligne Aérienne du Rot Albert, in this land of many 
teeming pockets of the white man’s activity surrounded by still mysterious, 
and slowly developing, bush and forest. 

The first mining equipment reached the Katanga from Lobito, across 
Angola, long years before Sir Robert Williams, and Tanganyika Concessions, 
had installed the Benguela Railway. The first railway to reach Elisabeth- 
ville, indeed, came from Rhodesia (1910); and it was not until 1928 that the 
first trains ran on the BCK (Bas Congo a Katanga) railway—*‘ King Leopold’s 
political railway ’’ had been the words of Williams who, as managing director 
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of Tanganyika Concessions, had become Union Miniére’s first vice-president 
—linking the mining district with Port Francqui on the Kasai. 

The BCK, large sections of which are now powered by Union Minieére’s 
electricity, has still to be connected from Port Francqui to Leopoldville 
(and so with Matadi and the Atlantic). It connects, however, both with the 
Benguela and the Rhodesian systems, and much of the mining produce 
finds its way to the sea westward through Lobito or eastward through 
Beira, the latter route using the wagons that have brought up the Rhodesian 
coal from Wankie Collieries in which Union Miniére owns more than half 
a million shares. Belgium’s route nationale, however, exists and in a 
measure prospers, though its earning record is more intimately linked with 
its mineral concessions than with the actual railway operation. ‘Through 
one of the offshoot companies, still carrying the name BCK, the Congo 
has become the world’s biggest producer of industrial diamonds; through 
another, an important producer of manganese. ‘Two years ago, too, the 
BCK gained added importance in the transport field by the opening of the 
new junction line from Kamina to Kabalo. This links it with the rail-and- 
river system of the Great Lakes, completing the strategically important 
northernmost link between the Atlantic and the Indian Ocean. 

It is not true that mining is the sole, or even outstandingly the main, 
activity of the Belgian Congo. Agriculture plays a very big part, and the 
Huilever (Unilever) business in palm products is only part of this. In 
1957, when copper represented 31 per cent by value of the exports, and 
other metals and minerals (including diamonds) 28 per cent, there was still 
12 per cent accounted for by coffee, nearly 11 per cent by vegetable oils, 
5} per cent by cotton and over 4 per cent by rubber. Moreover, the 
Belgians have been very conscious of the effect on tribal welfare of draining 
off the young and active males into the white man’s jobs, and very large 
sums have been spent on improving native agriculture. 


Financing the Ten-Year Plan 


But while mining is not the only activity, it is the marginal one from 
which prosperity largely depends. Copper mining was young at the time 
of the 1930 slump, which the Congo’s low costs and improved communica- 
tions enabled the local industry to weather successfully. There was no 
other serious setback before the pressure of war demands dominated the 
picture, and the Congo itself became immensely important as part of the 
trans-Africa lines of communication. The post-war period of commodity 
shortages was a time of renewed prosperity, and in 1950 a ten-year develop- 
ment plan was put into operation. Premonitory signs of an economic 
check were dramatically set at naught by the Korean boom; and, in the 
result, the commodity setback of 1956-58 was the first real check the Congo 
has suffered in a quarter of a century. 

The policy from the outset was to give large territorial concessions to 
very big companies. ‘This has led to very efhicient operation, and has been 
fiscally convenient. It has also brought about a unification of financial 
control, following in large measure the structure of industrial ownership in 
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Belgium. ‘The big companies set the pace in doing much for the natives, 
and most of them have done a great deal more than the law has required 
of them. ‘They have, however, not only earned the money to do this; they 
have also financed their own development. What has gone into the modern 
development of the Congo has been essentially the money earned in the 
Congo itself, and the reliance on external funds has been moderate. 

Figures compiled by the Banque Centrale du Congo Belge show, over the 
1950-57 period, annual gross investment rising from Frs 11,000 millions to 
Frs 18,000 millions (say from {£78 millions to £130 millions, from activities 
that produced an export trade of £193 millions at the 1956 peak). Of the 
total, about a third has latterly been represented by depreciation allowances, 
and net capital formation has been in the neighbourhood of Frs 12,000 
millions a year. In 1950 and 1951, despite the calls made by the ten-year 
plan, the whole of this investment was financed by savings in the Congo 
itself. Net calls on external sources of finance did not begin until 1952, 
and did not exceed Frs 2,000 millions until 1955. 


Savings and the Reserves 


The gross national product, after deducting payments of dividends out- 
side the Congo (which reached a peak of Frs 4,610 millions in 1956), rose 
from Frs 33,700 millions in 1950 to a peak of Frs 61,150 millions in 1956, 
declining in the following year to Frs 60,210 millions. ‘Though the fall 
looks small enough, as does the corresponding fall in national income from 
Frs 49,530 millions to Frs 48,820 millions, the marginal character of the 
native’s economic value was coming into play. The income accruing to 
the native economy reached an all-time peak in 1957 at Frs 27,410 millions, 
leaving the non-native (including State) income to absorb the rather serious 
fall from Frs 22,990 millions to Frs 21,410 millions. ‘The result was that 
there were far from enough savings to cover the investment expenditure— 
after depreciation the total available had fallen by 40 per cent to Frs 5,590 
millions—and, since foreign capital was not at this time available, the gap 
was only bridged by a very considerable disinvestment of the Congo’s own 
external assets, mainly foreign exchange reserves, to the extent of Frs 7,230 
millions. ‘The strain on the Congo’s exchange reserves was further increased 
by difficulties with the Belgian Treasury over the renewal of certain bills. 
Since more than Frs 8,500 millions of the Congo’s Frs 20,000 millions of 
invisible outgoings consisted, during the year, of payments to Belgium by 
way of dividends, freight and insurance, the seriousness of the action of the 
Banque Centrale in not renewing bills, which had come to be regarded as 
virtually consolidated debt, is easily understood. The Belgian franc is, in 
any case, one of the Congo’s chronic shortages. 

The situation was further complicated by the progressive rise in budget 
expenditure. ‘Total expenditure estimates have risen from Frs 3,709 
millions in 1950 to Frs 12,437 millions in 1958. The long boom in the 
Congo has led to revenue being almost always in excess of estimates; and, 
though to some extent the same has been true of expenditure, the long 
succession of surpluses has led to the creation of a Budget Equalization 
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Account equal to about two-thirds of a year’s revenue, and has provided 
funds that have been a useful additicn to the resources avatlable for 
financing the ten-year plan. This system, however, is vulnerable to any 
recession in world trade, since the biggest revenue items are income taxes 
and export duties, and in addition the Government has direct and indirect 
sources of income from mining. All this is highly variable revenue, whereas 
the items of expenditure are very much less compressible. Since 1950, the 
annual cost of the national debt has risen more than ninefold, education 
sixfold, medical services, miscellaneous administrative services and post and 
telecommunications nearly threefold. 

The recent fall in Government revenues that has followed the drop in 
commodity prices has meant that, one way and another, the State is having 
to take more from the profit-earning companies than was the case only a 
few years ago. ‘This has inevitably affected their reserve appropriations. 
The Banque Centrale has called attention to the fact that total company 
savings have, since 1952, been less than sufficient to cover new company 
investments; the deficit rose to a peak of Frs 1,810 millions in 1956, the 
last year for which the figures are available. 

The Congo has just woken up to the fact that it possesses an industrial 
proletariat, for which it must do more if it is to avoid a repetition of the 
recent troubles in Leopoldville. It will have to face the added cost of a 
good deal of double-harness administration during the long hand-over 
period that will precede its eventual independence. If the Congo is to 
hold its place in the world, it will have to initiate another ten-year plan, 
which, indeed, has been in the air for some time. At the moment the 
adequacy of internal savings, so outstanding a fact in the past, can be 
achieved only by distributing less dividends. 

The general outlook, therefore, seems to be that the Congo will depend 
on external funds to a much greater extent in the future than has been the 
case in the past. ‘This explains the emphasis in the recent Government 
declaration on the restoration of confidence. The existence of enormous 
reserves of exploitable wealth in the Congo is, of course, undoubted, and 
the potentialities of the eventual hydro-electric development at Inga are 
staggering. Where so much potential wealth exists, it would be pity indeed 
if political doubts should stand in the way of its becoming a reality. 
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Credit after the 
Squeeze 


HORT-TERM interest rates last year came down more rapidly than 
they had done for more than a quarter-century, and the volume of 
credit grew more rapidly than it had done for a decade. There was 
thus a welcome consistency in the year’s salient credit trends that 
had been markedly lacking in the two previous years. In 1956 and 1957, 
it may be recalled, a steepening of the rise in interest rates had coincided 
with an accelerating expansion of bank credit. No such paradoxes are 
presented by the monetary experience of 1958, in which the principal 
relationships have mostly shown model conformity to textbook patterns— 
and thereby have helped to resolve some of the unanswered questions left 
over from the previous year. 

Aggregate net deposits of the clearing banks rose over the year by £245 
millions, to the new high point of £6,761 millions, surpassing by fully 
£200 millions the peak touched at end-1954. This expansion, as Table I 
shows, compared with one of £211 millions in 1957 and {£44 millions in 
1956, and is the largest, in absolute terms, since the Daltonian inflation of 
1946; proportionately, however, it represents a smaller growth than the 
{231 millions in the first Crippsian year. It amounted to 3.8 per cent, 
compared with 3.4 per cent in 1957, 4.1 per cent in 1948, 4.5 per cent in 
1947 and a dizzy 16.7 per cent at Dr Dalton’s worst. 

The effective supply of credit did not, however, expand so fast as this. 
As was to be expected in a phase when credit expansion was being deliberately 
contrived for the purpose of reflating the economy, the growth in the level 
of deposits outstripped that in the turnover of deposits, if financial trans- 
actions are excluded. ‘The year’s turnover through the Town and General 
clearings rose by 4.8 per cent (to £180.9 billions), compared with an increase 
of 7.3 per cent in 1957. ‘The latter clearing, which is more representative 
of business turnover, expanded by only 3.5 per cent, compared with 6.3 
per cent in 1957, while at the provincial clearing houses there was actually 
a net decline of 1 per cent, in contrast with a 1957 increase of 3.1 per cent. 

A striking characteristic of this phase of recovery from crisis, and then 
of progressive switching of official aims from restraint to encouragement, is 
that the connection between monetary policy and monetary performance 
has emerged with satisfying, and indeed unusual, clarity. It has been 
apparent both in the timing and in the sources of the major trends. ‘Though 
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influences upon the total of bank deposits. In the last quarter of 1957 
the expansionary forces had strongly outweighed the contractionary ones; 
but by the early months of 1958, for reasons shortly to be discussed, the 
contractionary forces had become uppermost. 


TABLE I 
CLEARING BANKS: CHANGES IN ANNUAL PERIODS 
(£ millions) 


1950 =1951 1952 1953 1954 1955 1956 1957 1958 
Deposits .. .. +166 - 36 +127 +235 +247 -329 +44 +273 +270 
“* Net” Deposits® +136 -— 65 +119 +216 -+188 -298 +44 4-211 +245 


Liquid Assets .. +330 -440 4227 +133 -—- 78 + 90 +20 +172 -171 
: Dh Lee .. +t 9 - 9 +19 - 8 +29 - 6 +6 + 29 — 14 
Call Money .. + 21 + 6 —- 69 - 23 +~ 3 + 9 = 2 + 21 + 61 
Bills ty .. +299 ~-437 +277 +169 -104 +- 87 +15 +123 —-218 

TDRs ” .. —~338 -354 -102 : — ~— 

Invests plus Advances -+-137 -+-725 -+ I -+ 85 +268 -383 +26 + 37 +418 
Investments .. + 16 -+-438 +183 -+-127 + 78 -337 -36 -+ 68 + 544 
Advances .. +121 +287 -182 - 42 +191 - 46 +61 - 32 +364 


* Excluding items in course of collection (see Table II for exclusion, in latest figures, 
of transit items also). 

t+ Of this increase, {22 millions was attributable to “trade” investments other than 
holdings in subsidiary companies. ‘These latter holdings rose during the year by nearly 
£6 millions. Both movements reflected the banks’ acquisitions of interests in hire-purchase 
finance companies (see also Table V). 


In the tax-gathering quarter of 1958, the period that culminated in the 
first reduction of Bank rate to 6 per cent, the decline in net bank deposits 
almost reached the record proportions attained two years previously. It 
amounted to {429 millions, compared with £408 millions in the first 
quarter of 1957. ‘Then in April and May, although a new expansionary 
influence could be discerned in the behaviour of bank advances—fore- 
runner of the big reflation—deposits rose less than seasonally, and much 
less than in the previous year. ‘The seasonally-corrected index compiled by 
Lloyds Bank, which had risen rather sharply at the end of 1957, declined 
during these five months from 109.7 to 109.3 (1948=—100). This marked 
the lowest point of the year. The trend turned upwards immediately after 
the second reduction of Bank rate (to 53 per cent on May 22), a move 
implying some weakening of the authorities’ resistance to the pronounced 
downward pressure upon short-term interest rates that was developing in 
the open market. ‘This interpretation of official policy was duly confirmed 
when a further } per cent cut in Bank rate was conceded only four weeks 
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1958 may seem in retrospect to have been a year of credit expansion, in 
fact the expansion did not begin until the early summer—from roughly the 
time, in short, that may be inferred from the statement made in mid- 
October by the Governor of the Bank of England, when he said that 
‘looking back over the past few months . . . our principal desire has been 
to see a significant but not violent expansion. ...” The paradox of 1957 
is largely explained by the fact that any sudden and steep rise in interest 
rates, such as the 2 per cent leap in Bank rate to the penal 7 per cent, is 
liable at least at the outset to set up expansionary as well as contractionary 
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later. The growth of deposits during the three months after the May 
reduction in Bank rate, though it raised the index to 110.5, was still, how- 
ever, hardly greater than that in the similar phase of 1957. Over the eight 
months up to the August make-up deposits were still showing a net decline 
of just over £200 millions; a year previously the decline had been only 
two-thirds as much. 

The major credit expansion thus occurred after the ending of the squeeze 
on bank advances—this, of course, was by far the most important of the 
year’s acts of policy—had had time to develop its effects; and also after the 
authorities had given a further stimulus, of particular importance psycho- 
logically, by their decision, almost without precedent, to reduce Bank rate 
further in the month of August. The big swing in official policy dated 





TABLE II 
CLEARING BANK AGGREGATE FIGURES 
({£ millions) 
(For comparison of the principal ratios, see the regular series of tables on page 133) 
Average of 


1957 1958 1958 Months 

Dec 31 Nov 19 Dec 31 1957 1958 
Deposits " a = 6929.0 6788 .8 7198.7 6432 6635 
<6 WTR¢ 99 . . f 6495 .2* 6760.8* / , 
Net ” Deposits .. - 6515 .9* | 6406. 0+ 6617.5¢ { 6138 6330 
Liquid Assets ca - 2664.0 2286.5 2493.0 2256 2256 
Cash er - - 600 .6 555.1 586.3 526 543 
Call Money. . ‘4 a 525.4 442.1 586.7 439 435 
Treasury Bills 53 - 1402.9 1177.0 1185.0 1143 1167 
Other Bills . . bi ‘i 135.1 112.3 135.0 148 110 
Investments plus Advances 3929.8 4283.3 4347.8 3960 4158 
Investments ~~ - 2048 .7 2151.5 2102.5 2008 2149 
Advances] .. ‘i ia 1881.0 2131.9 2245.3 1952 2009 
State Boards a3 a 78.8 74.3 79.5 58 68 

F ' f 2057.6 2165.8 \ 
All other .. A ‘7 1802.2 | 1982.68 2046.48 f 1894 1940 


* Excluding items in course of collection. 

+ Excluding all transit items as well. 

t As defined in previous years (i.e. excluding Lloyds transit items). 
§ Excluding transit items. 


from the announcement by the Chancellor, Mr Heathcoat Amory, on 
July 3 that he would not need to renew for a second year his 1957 request 
to the banks to keep the average amount of their advances in 1957-58 
within the average amount for 1956-57, and from his simultaneous announce- 
ment of important changes in Capital Issues Control and in the parallel 
requests to the banks. It was not immediately apparent that these changes 
amounted to the virtual suspension of qualitative as well as quantitative 
direct controls over bank advances. But the extent of the new freedom 
was advertised to the world, especially the world of consumers, with increas- 
ing clarity as the banks mounted their successive campaigns in response to 
it~evidently without encountering resistance from the monetary authorities 
and evoking in the end a restrained blessing from them. ‘The first demon- 
stration that a new era was opening in credit-granting came with the drive 
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At Dec 31 


Barclays. . 
Lloyds .. 
Midland 


Nat Provincial .. 


Westminster 
Martins .. 
District .. 
W. Deacon’s 
Glyn Mills 
Coutts 
National 


TABLE III 


CLEARING BANK LIABILITIES 


1 
1 
0 
5 
8 
1 
9 
3 
0) 
2 


3 


1945 1956 
1008.0 1401. 
867.5 1197. 
1059.6 1446. 
614.9 814. 
642.4 849. 
212.7 324. 
179.3 241. 
84.8 135. 
67.9 56. 
41.9 49. 
61.0 85. 


(£ millions) 


_— DEPOSITS*—— 





——— YY 
Change Change 
in since 
1957 1958 1958 1945 
o/ 0 
4/0 Oo 
1502.8 1569.6 + 4.4 +55.7 
1257.5 1297.8 + 3.2 +49.6 
1478.8 1555.0 + 5.2 +46.8 
830.7 862.5 + 3.8 +40.3 
880.6 917.0 + 4.1 +42.7 
333.9 339.3 + 1.6 +59.5 
253.6 255.3 + 0.7 +42.4 
135.9 138.9 + 2.2 +63.8 
60.8 69.0 +13.5 + 1.6 
50.3 50.4 - 20.3 
89.3 93.7 + 4.9 +353.6 





* Excluding balances from subsidiaries and excluding profit carried forward. 


At Dec 31 


Barclays. . 
Lloyds .. 
Midland 


Nat Provincial .. 


Westminster 
Martins .. 
District .. 
W. Deacon’s 
Glyn Mills 
Coutts 
National 


Cash 
1957 1958 
133.4 130.6 
104.5 105.8 
127.3 126.0 
72.4 71.1 
77.6 74.1 
32.0 28.0 
21.4 20.7 
12.8 11.0 
7.4 6.5 
4.2 4.3 
7.4 8.1 


TABLE IV 


LIQUID ASSETS 
(£, millions) 


Call Money 


1957 


0 
8 
ry 
e 
63.7 
2 
2 
0 
‘a 


Bills 

1958 1957 195 

135.7 325.2 276.4 
74.7 276.6 269.7 
139.1 351.0 292.7 
65.0 203.7 174.4 
66.8 206.0 164.9 
29.3 75.8 65.9 
20.9 55.7 40.4 
12.8 Fe 19.3 
16.6 6.4 6.1 
10.3 8.0 4.8 
53.9 8.1 5.4 


CAPITAL, 
RESERVE 
AND P/L 
BALANCE 
1957 1958 
43.9 50.4 
37.4 46.6 
ae.8 Bee 
24.4 24.4 
28.7 29.6 
i.2 Gee 
8.3 $8.3 
4.8 5.1 
2.5 26 
oa 
5 ae 
Liquidity 
Ratios* 
1957 1958 
37.6 34.3 
37.2 34.6 
39.0 35.3 
39.5 36.0 
39.0 33.2 
41.0 36.2 
39.2 32.0 
35.4 31.0 
41.0 42.1 
40.6 38.3 
33.3 30.9 


* As officially computed, i.e. based on deposits as defined for purposes of the monthly 


statements. 


At Dec 31 


Barclays 
Lloyds. . 
Midland 

Nat Provincial 
Westminster 
Martins 
District 


W. Deacon’s .. 


Glyn Mills 
Coutts . . 
National 


* Excluding balances with, or loans to subsidiaries. 
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1957 1958 
376.1 455.7 
327.3 392.3 
398.1 473.1 
240.1 284.4 
248.3 301.7 
91.5 107.5 
67.8 85.1 
45.9 49.9 
18.9 18.4 
16.7 19.8 
33.9 37.7 


TABLE V 


OTHER ASSETS 
(£ millions) 


—— ADVANCES* —, 


Change 
in 1958 
/o 
+21.2 
+19.9 





c~ ——-—— INVESTMENTS -—————~v 
PORTFOLIO TRADE 
Change 
1957 1958 in 1958 1957 1958 
Yo 
492.9 505.5 + 2.6 18.9 22.8 
367.8 344.7 - 6.7 10.2 24.7 
453.4 475.4 +4 4.9 10.7 12.3 
217.4 217.8 — 5.0 8.8 
251.7 267.3 +- 6.2 4.8 5.2 
88.7 89.0 —- 0.7 2.7 
75.8 73.4 —- 3.3 0.6 1.7 
35.3 37.3 - 5.7 0.4 i.e 
12.9 17.3 +-34.1 0.3 0.6 
11.3 9.1 —24.2 1.0 1.0 
26.1 26.3 - 0.8 0.3 0.5 
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by the banks for participation in the hire-purchase finance companies, 
hot-foot after the lead given by Barclays with its UDT deal at end-July. 
The big offensive, and the big public excitement, came after end-August, 
with most of the banks rushing pell-mell after the Midland’s lead into 
personal instalment loans, and with the Government soon adding its own 
big boost to the stimulation of certain types of consumption, and to the 
borrowing spree, by relaxing and then withdrawing its own controls over 
down-payments and duration in hire-purchase contracts. 

It was not until the autumn, then, that credit expanded markedly faster 
than in 1957. In September, net deposits rose by £63 millions, whereas 
twelve months previously (when the gold outflow had reached its peak) 
they had fallen slightly. And in the final quarter of the year the aggregate 
rise well surpassed the record expansion experienced in the final quarter 
of 1957: it amounted to £385 millions, compared with £342 millions. 
This was actually a faster rate of growth (6 per cent) than that shown 
in the corresponding quarter of the Daltonian peak year (5.6 per cent); 
but it appears that at this period seasonal factors exert a substantially 
stronger expansionary effect now than they did twelve years ago. Lloyds 
index rose during the quarter by 2.4 per cent, to its new peak of 113.8 (its 
previous peak was 112.0 touched in February, 1955), whereas in the final 
quarter of 1946 it had risen by 3.8 per cent. 


‘* Vigorous Funding ’’ and Liquidity 

This analysis of the timing of the swing into credit expansion points 
very clearly to the major cause of the movement. The direct source of the 
year’s increase in bank deposits has been the appetite of the private sector 
of the economy for bank advances. ‘The obviousness of this salient fact 
must not be allowed, however, to distract attention from another highly 
significant feature of the year’s experience—the reversal of the rdle of the 
public sector, which had been the major source of credit expansion in the 
previous year. In 1957 the cash, call money and Treasury bills of the 
clearing banks had expanded by {£172 millions, and their investment port- 
folios by £68 millions—movements that must have been mainly due to the 
borrowings of the central government. In that year, admittedly, there had 
been a substantial surplus on the current external balance of payments. 
Although the authorities were securing sterling finance from external sources 
by sales of gold (the central reserves dropped by a net £39 millions before 
crediting the borrowings under the Export-Import Bank credit), they were 
having to repay previous borrowings from overseas; the sterling balances 
declined during 1957 by no less than £175 millions. But these external 
strains upon the Treasury’s domestic finances must have been much smaller 
than those experienced last year. ‘The surplus on the current balance of 
payments was certainly of record proportions in 1958, probably approaching 
£500 millions (it was officially estimated at £334 millions for the first half- 
year), compared with £272 millions in 1957. Instead of a net outflow of 
gold there was an inflow of no less than £284 millions, so that, after allowing 
for the fact that (up to the third quarter) the further decline in overseas 
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sterling balances had amounted to only £13 millions, the resultant “* external ”’ 
addition to the Treasury’s need for domestic finance must have been at 
least double the amount imposed in 1957. 

In spite of that major change, the Treasury’s relationship with the 
banking system swung from debit to credit. The central government, 
instead of being, as in 1957, a heavy net borrower from the clearing banks, 
was in 1958 able to make substantial net repayments to them. For the first 
year since 1954 there was a net decline in their liquid assets—which, as 
Table I shows, fell in 1958 by virtually the amount by which they had risen 
in 1957. ‘To some extent, admittedly, this decline was merely a reflection 
of the banks’ investment policy. Although they were heavy sellers of 
stock during the final quarter—to the extent of some {111 millions—they 
further increased their portfolios by a net £32 millions over the full year 
(without counting, of course, the increases of £5? millions in their holdings 
in subsidiaries and of £213 millions in other ‘‘ trade ” investments, reflecting 
the participations in hire purchase). The net increase in portfolio invest- 
ments can be regarded as having been acquired, directly or indirectly, 
from the Government broker, so that the Treasury’s net repayment of 
indebtedness to the banking system was considerably smaller than might 
appear from the movement in the banks’ liquid assets alone. 

Even so, the contrast between this repayment in 1958 and the estimated 
net borrowings in 1957 was much greater than the “ visible ’? improvement 
in the Treasury’s domestic finances. The “ overall” Exchequer deficit of 
{241 millions for the calendar year was £60 millions smaller than in the 
previous year, and a substantial part of it was financed from national savings 
(which contributed a net £93 millions, whereas in 1957 they had imposed 
a net strain of £26 millions). But, after allowing for a marked reduction 
of the finance secured from the counterpart of the note circulation (this 
rose by only £43 millions, compared with £123 millions) and a small 
decline in tax certificates, there was still a “ visible” gap of fully £100 
millions on the domestic finances, or rather more than half the corre- 
sponding gap in 1957. 

The Treasury’s ability to finance this domestic deficit, to meet the heavy 
strain represented by the record external surplus, and yet to make large 
net repayments to the banking system is a measure of the massive funding 
operations made possible by the success of the emergency measures of 1957. 
Any such measures, to the extent that they succeed in improving the 
external balance and the gold reserves, must set credit-expanding tendencies 
in motion. ‘These tendencies were the dominant ones in the first few 
months of the 7 per cent Bank rate. But through most of this past year 
the authorities have been enjoying the second phase of their success, the 
phase in which the gilt-edged market takes heart and high yields look 
attractive, enabling the Government to increase its borrowings from the 
public, as distinct from the banks, much faster than even the massively 
improving external balance increases its need to borrow. The public- 
sector influences on the banking system in this past year have been con- 
tractionary ones. 
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Monetary policy as operated through the gilt-edged market, and especially 
the policy of keeping long-term rates relatively high, has thus offset a con- 
siderable proportion of the credit expansion represented by the huge 
increase in bank advances. ‘These rose over the full year by no less than 
£364 millions, to the new peak of £2,245 millions, exceeding the previous 
(mid-1955) peak by nearly £60 millions. ‘This represents an increase of 
19.4 per cent; the fastest increase previously was the 17.4 per cent of 1951, 
when stock financing reflected the post-Korean boom in commodities. It 
is interesting to recall that a considerable expansion had occurred before 
the ending of the squeeze. In the first three months, the phase of 7 per 
cent, advances to borrowers other than the State boards rose by well under 














TABLE VI 
“BIG FIVE” PROFIT COMPARISONS 
1954 1955 1956 1957 1958 Change 
£ £ £ £ £ in 1958 
y A 
Barclays. . 2,549,399 2,645,381 2,917,112 2,861,407 3,345,411 +416.9 
Lloyds .. 2,186,072 2,322,439 2,541,793 2,502,391 2,727,535 + 9.0 
Midland .. 2,397,597 2,654,110 2,888,443 2,846,687 2,934,039 + 3.1 
Nat Provincial... 1,827,044 1,882,139 2,030,483 2,061,966 2,236,426 + 8.5 
Westminster 1,623,197 1,708,316 1,865,050 1,852,481 2,069,747. +11.7 
10,583,309 11,212,385 12,242,881 12,124,932 13,313,158 + 9.8 
TABLE VII 
PROFITS AND APPROPRIATIONS 
(£000s) 


Dividend rates are calculated throughout on capital as at end-December, 1958; percentages shown 
in brackets in first column are the comparable rates paid (on largest category of equity capital) 
before the increases in dividends began in 1952. 


Contingencies, Reserve 
Dividends Premises Fund and 
Net Profits Rate % Net Cost and Carry 
Pensions Forward 
1957 1958 1957 1958 1957 1958 1957 1958 1957 1958 
Barclays (7 .0°%) 2861 3345 9.6 10.8 1618 1809 — — 1244 1536 
Lloyds (6.4%) 2502 2728 8.7 10.0 1388 1601 500 — 615 1126 
Midland (15.2%) .. 2847 2934 176 18.0 1621 1672 1200 1250 26 12 
Nat Prov (13.7%) .. 2062 2236 18.0 20.0 1088 1209 — 1000 974 27 
Westminster (9.0%) 1852 2070 11.3 12.5 1076 1178 — o 776 §=©892 
Martins (12 5%) 901 1051 15.0 200 455 607 450 400 -4 44 
District (13.1%) .. 673 738 15.0 17.0 344 390 — 300 3=329 48 
W. Deacon’s (11.4%) 390 474 14. 17.3 195 248 150 150 45 76 


half their corresponding 1957 rise; but in April and May, immediately 
after the Bank rate reduction, they rose by three times as much as in 1957, 
and in June and July a continuing rise contrasted with a decline in 1957. 
Over the five months from the first cut in Bank rate to end-August, when 
the personal-loan schemes were announced, the increase amounted to {£62 
millions, in contrast with a fall of £23 millions. 

The publicizing of these schemes had an immediate effect, but as the 
chairmen of the banks have emphasized in their annual statements (see the 
article on page 102), much the largest part of the resultant increase in 
lending to personal borrowers was represented by advances of the tradi- 
tional sort. The aggregate outstanding in the new form is probably a good 
deal less than £20 millions. ‘Total advances to borrowers other than the 
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State boards have, however, been rising at an accelerating rate. The 
apparent increase shown in the final six weeks of the year, on the traditional 
basis of calculation, was £108 millions, bringing the total rise since August 
to £237 millions. The new information about transit items, which most 
banks include in their published total of advances, shows, however, that 
{44 millions of the latest movement quoted above was due to this extraneous 
cause. ‘The true increase in advances to these borrowers over the period 
August-December may thus be estimated at around £190 millions. 

During the phase before the relaxation of the squeeze most banks were 
seizing the opportunity presented by the transformed condition in the gilt- 
edged market, and by the high liquidity that had been the legacy from 1957, 
to add still further to their gilt-edged portfolios. ‘These were raised by 
£33 millions in January, by £10 millions in March and then, massively, 
by £88 millions in April-June. By September, when the peak was reached 
at £2,203 millions, no less than {£234 millions had been added since the 
low point touched in April, 1957. By this time, however, it was clear that 
the banks had overstrained their liquidity—in the sense that not enough 
margin had been left to accommodate the unexpectedly steep rise in advances 
without forcing liquidity ratios below the desirable minima. During the 
final quarter of the year, therefore, most banks found it necessary to sell 
stock on the market. The National Provincial sold £10 millions in October 
and £84 millions in December, Barclays {£25 millions in November (but 
bought £5 millions in the following month), Lloyds £144 millions in 
November and no less than £32 millions in December, and the West- 
minster £10 millions in December. Even so, liquidity ratios show in every 
bank a steep decline over the year. 

This year of sharply falling money rates, of rising deposits and of still 
faster rising advances, of bigger investments and a better gilt-edged market, 
has naturally been a profitable one for the banks. The major factor making 
for increased profits, apart from the expansion of the resources available 
for employment, was doubtless the lag in the fall in interest receivable 
(chiefly on bills and investments in portfolio) behind that in interest payable. 
The bill for interest payments has, however, been swollen by. a further 
increase in the proportion of funds on deposit accounts. As Table II 
shows, the average of gross deposits over the twelve months was 3.2 per 
cent higher than in 1957; but the average on deposit accounts was 14 per 
cent higher, and represented 37 per cent of the total. Other unfavourable 
influences upon net earnings have been the further rise in staff costs and 
the increased rate of tax chargeable on undistributed profits (which in the 
case of the banks, with their tradition of heavy plough-backs, cannot have 
been offset by the steeper reduction of the rate on distributed profits). The 
change may, however, have been one of the factors—though certainly not 
the dominant one—in leading some at least of the banks to bring a larger 
proportion of the profits into the published accounts, and to distribute, or 
prepare to distribute, a larger proportion. As Tables VI and VII show, 
all the banks report a substantial increase in profits, carrying the aggregate 
to a new peak, and every one has raised its effective distribution. 
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AMERICAN REVIEW 








in industrial production during 1958 

it is, perhaps, scarcely surprising 
that January of this year should have 
seen President Eisenhower repeating, 
in very similar terms, the warnings 
given to Congress and the nation 
twelve months earlier on the danger of 
the ‘inflationary potential’’. Impli- 
citly, the Annual Message on the State 
of the Union looked well beyond direct 
fiscal measures designed to “ accelerate 
economic growth and promote price 
stability ’’. ‘The Administration is put- 
ting a particular stress on this occasion 
on the need for a balanced budget—in 
sharp contrast with the deficit of 
$13,000 millions or so that is still 
expected in the current fiscal year to 
June 30 next. 

In his budget message, the President 
estimated both receipts and expendi- 
tures in the fiscal year 1959-60 at, or 
very Close to, the round $77,000 millions 
level, yielding a quite nominal surplus 
of $100 millions. This prospective 
balance—if it can be attained—indicates 
that industry will be working against 
a very different background from that 
of recent months. Official figures now 
show that cash expenditures by the 
Federal Government rose by no less 
than an annual rate of $17,000 millions 
between January-March and July - 
September of last year. No com- 
parable stimulus will spur industry in 
1959. 

It is, nevertheless, important to re- 
member that the estimates for 1959-60 
presume a very substantial increase in 
personal incomes and expenditure and 
in company profits. If the Administra- 
tion was not swayed in 1958 by the 
widespread calls for far more ambitious 
spending programmes, it is unlikely to 


|: view of the speed of the recovery 
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be in any mood to compromise with 
“‘ inflationary dangers’ this year. 

It remains to be seen how Con- 
gressional feelings on this matter will 
develop. At the moment, the Adminis- 
tration seems to be surprisingly con- 
fident when it is recalled that the first 
jubilant cries of the neo-Keynesian 
advocates last November were that the 
American people had again elected a 
“spending Congress’’ in the full 
Roosevelt tradition. The Congressional 
mood may shift again, but the verdict 
last month seemed to be that “ real 
spending ’’ programmes had become, 
at least temporarily, a little less popular 
with the electorate. 


Restraint from the Fed 


In line with its orthodox fiscal policy, 
the Treasury braced itself at the turn 
of the year for another test of the 
longer-term bond market. Some $750 
millions of 4 per cent twenty-one year 
bonds and $2,500 millions of 3} per 
cent sixteen-month notes were offered 
for cash. The note issue was heavily 
oversubscribed, though initial market 
movements suggested that the banks 
found this issue attractive for short- 
term operations. ‘The 4 per cent bonds 
were also well received. ‘The bond 
market in mid-January, however, was 
still highly sensitive, and yields very 
near to the high points of any post-war 
year. This is not a propitious prelude 
to the re-financing of the $15,000 
millions of mid-February maturities 
that the Treasury now faces. 

A mood of continuing restraint was 
also evident at the Federal Reserve 
Board last month. At this season, with 
cash returning from active circulation 
and business loans being repaid, there 
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is usually a significant relaxation of 
pressure on the money market. The 
Fed, nevertheless, took steps last month 
to ensure that the tight liquidity posi- 
tion, apparent in the closing months 
of 1958 (when “ free’’ cash reserves 
were exiguous even in “ easy’ weeks) 
was rigidly held. And, with the dis- 
count rate ineffective at its current 
level, there was renewed talk of another 
rise in official rediscount rates. 
Industrial recovery, though patchy, 
continued in December with the pro- 
duction index (based on 1947-49) re- 


gaining 142, only five points below the 





Unemployment rose by 300,000 to 4.1 
millions, or to 6.1 per cent of the 
labour force. ‘Two encouraging factors, 
however, were housing “ starts’’ at a 
seasonally-adjusted annual rate of 
1,430,000 (the best figure since the 
1955 boom) and a modest gain in 
business stocks for November—the 
first rise since September, 1957. ‘This 
is another pointer to restraint by the 
Federal Reserve. 

It was disclosed last month that the 
Bankers Trust and the Manufacturers 
Trust, two of America’s leading billion- 
dollar banks, are exploring the possi- 








all-time peak of December, 1956. _ bility of amalgamating. 
American Economic Indicators 
1957 1958 
1955 1956 1957 
Dec Oct Nov Dec 
Production and Business: 

*Industrial production (1947-49 a 139 143 143 135 138 = 141 142 

*Gross private investment (billion $). 60.6 65.9 64.4 61.3 — — — 

*New plant and equipment (billion $).. 28.7 35.1 37.0 36.2 — 2992.9 — 

*Construction (billion $) ; 44.6 46.1 47.3 48.6 51.3 52.5 53.7 
Housing starts (000 units) 110.7 93.2 86.8 63.4 111.0 102.0 91.0 

*Business sales (billion $) 52.3 54.8 56.3 54.5 556 S562 — 

*Business stocks (billion $) 81.7 89.1 90.7 90.7 84.9 85.1 — 
Merchandise exports (million $) 1,296 1,591 1,734 1,639 1,599 1,596 
Merchandise imports (million $) 949 1,051 1,082 1,141 — — 

Employment and Wages: 

*Non-farm employment (million) 50.1 51.9 52.5 52.0 50.6 50.8 50.7 
Unemployment (000s). . 2,904 2,822 2,936 3,374 3,805 3,833 4,108 
Unemployment as % labour force 4.4 4.2 4.3 5.0 53 5.6 6.0 
Hourly earnings (mfg) ($) .. .. 1.88 1.98 2.07 2.10 2.14 2.17 2.19 
Weekly earnings (mfg) ($)  .. .. 76.52 79.99 82.39 82.74 85.17 86.58 88.04 

Prices: 
one SHigh 418 442 442 ‘ ~ ( 
Moody commodity (1931 = 100) Low 390 402 382 391 392 395 389 
Farm products (1947-49 =100) 89.6 88.4 90.9 92.6 92.3 92.1 90.7 
Industrial (1947-49=100) _.... 117.0 112.2 125.6 126.1 126.4 126.8 127.2 
Consumers’ index (1947-49 = 100) 114.5 116.2 120.2 121.6 123.7 123.9 
Credit and Finance: 
Bank loans (billion $) . , ee 90.3 94.3 94.3 94.9 96.0 
Bank investments (billion $) .. 78.3 74.8 75.6 75.6 86.5 87.6 — 
Bank loans (partial) (billion $) 26.7 31.3 32.2 32.2 30.3 30.6 31.4 

Consumer credit (billion $) 38.7 42.0 448 44.8 43.2 43.5 — 
Treasury bill rate (°%).. - . ae 2.66 3.27. 3.10 2.79 2.76 2.81 
US Govt Bonds rate (°%) 2.84 3.08 3.47 3.30 3.76 3.70 3.80 
Money supply (billion $) 221.0 226.4 232.3 232.3 240.5 243.4 — 
Federal cash budget (+- or —) (mill $) —~740 +-5,524 -+- 1,194 —4,435 — — — 
Nores.—Starred items are seasonally credit show amounts outstanding at the end 


adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 
1955-57 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1955-57. Business sales and stocks, 


money supply, bank loans and consumer 
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These are the territories served by THE CHARTERED BANK and its wholly- 
owned subsidiary, The Eastern Bank Limited, through a system of one hundred 
branches extending to most centres of commercial importance in the Middle 
East, South and South-East Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by expert knowledge and 
long experience of Eastern trade, finance and industry. Jn London an effective 
credit information service and skilled assistance and advice are available to 
merchants and manufacturers seeking new business connexions in Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2. 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 
Head Office: 2 and 3 Crosby Square, London, E.C.3. 
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ARAB LEAGUE 


Arab Development—At a meeting held 
in Cairo in January, member countries 
took formal steps to bring into existence 
the long-projected Arab Development 
Organization. It will have a capital of 
£E20 millions contributed by members 
in proportion to their annual payments 
to the League Budget. 


BELGIUM 


Weak Franc—The Belgian franc, con- 
vertible for non-residents, was unsettled 
by the news of the Congo emergency 
and suffered a fairly sharp setback in 
the international currency markets. 


Bank Rate Cut—Shortly before this, 
the National Bank had announced that, 
in view of the growing liquidity of the 
money market, it was reducing Bank rate 
by a further } per cent to 3} per cent. 


CANADA 


Trade Conference—A meeting 
attended by Miuinisters of Canada and 
the US was held in Ottawa in January 


to discuss trade between the two 
countries. 
Higher IMF Quota— The Prime 


Minister, Mr Diefenbaker, has expressed 
the Government’s willingness to comply 
with the IMF suggestion that its quota 
should be increased by $100 millions in 
addition to the increase that will auto- 
matically take place if its proposal that 
the quotas of all countries should be 
raised by 50 per cent is accepted by 
other members. 


CEYLON 


Bank Clerk Strike—Business was badly 
dislocated at the beginning of January 





by a strike of bank employees. A basis 
for negotiation between the bank em- 
ployees’ union and the employers was 
accepted by both sides without any great 
delay and work was resumed. 


COLOMBIA 


World Bank Loan—The World Bank 
has agreed to lend just under US $3 
millions for financing an expansion of 
electric power capacity in Cali, the main 
city of the Cauca Valley. ‘The advance 
is for a period of 20 years. Interest is 
payable at 5? per cent while amortization 
is due to begin in 1961. The loan is 
guaranteed by the Government. 





DR E. E. REINHARDT 


General Manager 
Swiss Credit Bank, Zurich 
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COLOMBO PLAN 


Committee Recommendation—The 
seventh annual report of the Consulta- 
tive Committee of the Colombo Plan 
stresses the urgent need for the further 
development of technical and managerial 
skills, pointing out that greater attention 
to this aspect of development will ensure 
more effective utilization of resources. 

The report estimates the value of 
external assistance granted to Colombo 
Plan countries in 1958 at $1,000 mil- 
lions, bringing the total since the Plan’s 
inception to $5,000 millions. 


CUBA 


Successful Revolt—The armies of the 
rebel leader, Fidel Castro, have forced 
President Batista, who has ruled the 
country as a dictator for many years, to 
flee the country. Subsequently, Senor 
Castro, in appointing Dr Urrutia pro- 
visional President, declared that the 
new regime will have no connection 
with communism, will free the press 
and will rule through a civilian adminis- 
tration. 


Tighter Exchange Control—Prior to 
the change of Government, it had been 
announced that the proportion of export 
proceeds that traders are obliged to hand 
over to the exchange control authorities 
for conversion at the official parity rate 
of exchange was being increased from 
30 to 75 per cent. 


FINLAND 


Convertible Finmark—The Bank of 
Finland has announced that, following 
the convertibility of other European 
currencies, the Finmark is being made 
convertible for non-residents except 
against French francs. 


World Bank Investigation—A study 
group from the World Bank has com- 
pleted its on-the-spot investigation of 
ten woodworking concerns that have 
applied for a loan from the bank. ‘The 
request for the loan—the total amount 
involved is believed to be about $40 
millions—was originally made in 1957. 


FRANCE 


Government Appointments—General 
de Gaulle was formaily installed as 
President of France in the first week of 
January. He immediately appointed 


M. Michel Debre as Prime Minister. 
The new Premier has given the post of 
finance minister in his new Cabinet to 








M. Pinay, who held this position in the 
previous Government. 


GERMANY 


Bank Rate Cut—As a further measure 
to encourage investment at home and 
abroad the Bank rate was reduced from 
3 to 2? per cent on January 9. 


Higher Investment Abroad—lIt has 
been officially estimated that German 
banks added some DM 4,000 millions 
to their holdings of gold and foreign 
currencies in 1958. ‘This is DM 1,200 
millions less than in the previous year. 
A survey made by the Industrial Insti- 
tute suggests that some DM 2,750 mil- 
lions of private funds have been invested 
abroad since 1952. 


GHANA 


UK Trade Mission—A British trade 
and industrial mission is to visit the 
country in March at the invitation of the 
Government. It will be headed by Sir 
George Binney, a leading industrialist. 


GUINEA 


Agreement with France—Under a 
Franco-Guinea economic and cultural 
agreement concluded in Paris early in 
January, the French Government has 
tacitly recognized the Government set 
up by M. Sekou Toure after Guinea 
assumed her independence and has also 
agreed to Guinea remaining in the 
French franc area. 


INDIA 


UK Credit—An agreement has been 
signed under which the UK will furnish 
India with a credit of £284 millions 
through the ECGD machinery. An 
agreement providing for West German 
grants of $40 millions for meeting de- 
velopment outlays has also been con- 


cluded. 


More Aid Needed—The Governor oft 
the Reserve Bank, Mr Iengar, has stated 
that the help provided by the World 
Bank and other countries has brought 
the country’s foreign exchange crisis 
under control for the time being. He 
pointed out, however, that there were 
still considerable long-term exchange 
difficulties to be resolved, especially as 
it looked as though India would need 
further extensive foreign aid in carrying 
out the Third Five-Year Programme. 
This is due to start in 1961. 
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IRISH REPUBLIC 


Further Investment—The Govern- 
ment has decided to invest another {1 
million in the Industrial Credit Company 
as part of a drive to assist the country’s 
economic development. ‘This will bring 
the company’s issued capital up to £3 
millions. ‘The Government is also to 
acquire the privately held portion of the 
company’s capital. 


Agriculture Stronger—An OEEC re- 
port on the economy declares that agri- 
culture is now much better placed to 
make a contribution to the much-needed 
increase in the country’s export income. 


ISRAEL 


Credit for Pipeline—Rothschilds in 
Paris, in association with other bankers, 
is arranging a credit of $25 millions to 
Israel for financing the construction of 
a 16-inch pipeline from the Gulf of 
Aqaba to Beersheba. A much larger sum 
will be needed to complete the project. 

Ex-Im Credits—The US Export-Im- 
port Bank is to grant sixteen credits to 


various borrowers in Egypt for a total 
value of US $8.5 millions from local 





currency funds derived from the sale of 
surplus American farm products. 


Profit Repatriation—The Government 
is drawing up new foreign investment 
legislation that will permit foreigners to 
repatriate the whole of any profits they 
earn in Israel instead of only a sum 
equivalent to 10 per cent per annum of 
the capital invested, as at present. 


ITALY 


OQEEC Report—A report prepared by 
the OEEC describes the slowing down 
of economic expansion in Italy during 
1958 after six years of remarkable pro- 
gress in production and fixed capital 
formation. It is suggested that there is 
no reason to expect a marked decline in 
production and employment and that ex- 
pansion can now be safely resumed. 


JAPAN 


Higher Reserves—The Minister of 
Finance has announced that official gold 
and foreign exchange reserves amounted 
to $861 millions at the end of 1958, an 
increase of $337 millions compared with 
a year earlier after allowing for repay- 
ment of IMF borrowings. 





£4- 3-1 to £15. 12. 1. 
Offer price 28th January, 1[3s. 








Invest for Tomorrow in 





INVESTMENT-TRUST-UNITS 


A managed Unit Trust of investment trust companies’ ordinary stocks and shares, with 
all risks spread widely and wisely both in the Commonwealth and North America. 
Every £100 of capital invested ten years ago in Investment-Trust-Units has a 
cash value now of more than £381, while annual income has increased from 


Commencing gross yield £3.10.11% 
Units may be bought from the Managers through recognized Banks. 


Brokerage at two-thirds of the minimum Stock Exchange rate is included in 
the offer price and will be paid on any orders bearing the Bank’s stamp. 


‘J-T-U’ ts one of the 


‘BANK-INSURANCE’ 
GROUP of UNIT TRUSTS 


MANAGERS : BANK INSURANCE TRUST CORPN. LTD., 30 CORNHILL, E.C.3. 
TRUSTEES TO INVESTMENT-TRUST-UNITS : LLOYDS BANK LIMITED. 
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$ Discrimination Ended—Import con- 
trol discrimination as between dollar 
and non-dollar goods is to be discon- 
tinued. This follows the decision of 
western European countries to make 
their currencies fully convertible to non- 
residents. 


MALAYA 


Central Bank at Work—The new 
Central Bank of Malaya began operations 
on January 26 with an initial staff of 50 
under the supervision of Mr W. H. 
Wilcox, a former assistant governor of 
the Commonwealth Bank of Australia. 


MALTA 


Constitution Revoked— The UK 
Government is to revoke Malta’s con- 
stitution and arrange for interim govern- 
ment by the Governor’s Council. Britain 
will contribute £29 millions towards 
the capital development of the island 
over the next five years. Schemes to 
provide incentives to industrial develop- 
menc will be studied. 


MOROCCO 


No Devaluation—Although a member 
of the franc area, Morocco did not par- 
ticipate in the French franc devaluation 
at the end of December. Existing ex- 
change rates with currencies other than 
the French franc have been maintained. 
The rate for French currency has been 
adjusted from 1,000 to 1,175 French 
francs per 1,000 Moroccan francs. 


NETHERLANDS 
Bank Rate Cut—The Netherlands Bank 


cut its discount rate from 3 per cent 
to 2? per cent on January 20. This 
change reflects the continued firmness 
of the guilder in the exchange market. 
“Indication Rates ’”—Following the 
announcement that the florin was being 
made convertible for non-residents in 
the same way as other OEEC cur- 
rencies, the Dutch authorities asserted 
that, in future, the Netherlands Bank 
would make an official quotation for the 
US dollar only. It would publish ‘“* in- 
dication rates ”’ for other currencies but 
would not be bound to deal at these. 





NEW ZEALAND 


Reduced Imports— The Prime 
Minister, Mr Nash, has forecast that in 
1959 the country’s economy will be 
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adjusted to a lower overseas income and 
a correspondingly reduced volume of 
imports. Some new overseas borrowing 
might be needed. 


Release of Exchange—The Finance 
Minister has announced that foreign 
exchange is being released during 1959 
to meet payments for goods brought 
into the country during 1958 under 
‘“ excess licences ’’—those issued for 
goods ordered before the imposition of 
import controls at the beginning of last 
year, but above the quotas fixed in the 
licensing schedule. He pointed out that 
the delay in making exchange available 
for these goods had been due to the 
general shortage of reserves, but that 
the position was now a little easier. 
Easier HP—Restrictions on the term 
of hire-purchase transactions have been 
relaxed in view of the drop in purchases 
under deferred payments arrangements. 


PAKISTAN 


Exchange Reform—The Government 
is carrying out a drastic liberalization of 
commercial and industrial policy. One 
of the first results has been the transfer 
to the central bank of control over all 
foreign exchange transactions. Another 
has been the inauguration of a new 
system of export incentives, whereby 
exporters wiil be allowed to retain from 
20 to 40 per cent of their foreign ex- 
change receipts for use in covering the 
cost of goods imported “ on a basis of 
priorities determined by market condi- 
tions and not by Government agencies ”’. 
This measure has been officially de- 
scribed as a bold experiment to stimulate 
exports. It does not apply, however, to 
certain basic exports, notably raw jute, 
raw cotton, hides, skins and tea, and 
those arising from barter deals. 


Bank Rate Rise—One of the aims of 
the new policy is to eliminate infla- 
tionary pressures. As a further measure 
to this end Bank rate was raised from 
3 to 4 per cent on January 14. 


SOUTH AFRICA 


Bank Rate Cut—Explaining the official 
decision to reduce Bank rate from 
44 per cent to 4 per cent, the Governor 
of the Reserve Bank, Dr de Kock, has 
pointed out that there was evidence of 
appreciable slackness in several primary 
and secondary industries and a con- 
tinued slowing down in economic ac- 
tivity. Though the improvement in the 








country’s reserves was not yet com- 
pletely satisfactory and there would have 
to be continued reliance on the net 
inflow of capital, a cheaper money policy 
was well justified. ‘The decision has been 
welcomed by the business community 
in general. Banks and building societies, 
however, have shown reluctance to alter 
their interest rates since they are already 


experiencing difficulty in _ attracting 
funds. 

SPAIN 
Illegal Capital Flight—The police 


are investigating allegations that large 
amounts of Spanish capital have been 
illegally transferred abroad with the 
help of Swiss bank agents. The loss of 
capital is reported to be so large that the 
matter has been the subject of special 
meetings of the Spanish Cabinet. 


SUDAN 


UK Credits—The British Government 
has agreed in principle to extend export 
credits to the Sudan to a value of £5 
millions through its Export Credits 
(suarantee Department. Repayments 
will begin after two years and be com- 
pleted after the fifth year. 


SWITZERLAND 


Bond Issue—A syndicate of Swiss banks 
headed by the Swiss Bank Corporation, 
the Swiss Credit Bank and the Union 
Bank of Switzerland last month made a 
successful bond issue of SwFrs_ 100 
millions for the World Bank on the Swiss 
market. ‘The bonds have a maximum 
life of 15 years and bear interest at 4 
per cent. They are not redeemable for 
ten years, but thereafter can be redeemed 
at par on short notice. 








TUNISIA 


Dinar Stays Put—Tunisia has decided 
against following the devaluation of the 
French franc. Existing exchange rates 
for the dinar introduced shortly before 
the close of 1958 have accordingly been 
maintained, while the rate quoted against 
the French franc has been adjusted from 
1,000 to 1,175 old francs per dinar. 


Compensation Fund—The Govern- 
ment has set up a special fund to com- 
pensate those who suffer losses on the 
repatriation of capital from France as a 
sequel to the devaluation of the franc. 
Compensation will be paid whenever 
the loss exceeds 250 dinars. The fund 
is to be financed out of profits made by 
Tunisian residents who transfer funds 
to the French franc area. 


UNITED ARAB REPUBLIC 


New Bank Branch—lIn order to handle 
the bank’s business in the Middle East 
the Deutsche Bank has opened a branch 
in Cairo. 


YUGOSLAVIA 


US Assistance—The US State Depart- 
ment has announced that agreements 
are being concluded that will extend 
economic assistance to the country of 
some $90-100 millions. The aid would 
take the form of a sale of surplus farm 
products valued at $70-80 millions and 
a credit of $224 millions from the US 
Development Loans Fund to help build 
a fertilizer plant near Belgrade. ‘The 
fertilizer project was to be financed from 
a Soviet credit until the Russian 
authorities withdrew economic aid from 
Yugoslavia in 1958. Britain has also 
announced its intention of offering a £3 
millions loan to Yugoslavia. 
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Bank of England—Sir C. J. Hambro, Mr 
L. J. Cadbury, Lord Kindersley and Mr 
W. J. Keswick have been re-appointed 
directors of the Bank for a period of four 
years from March 1, 1959. 
Banque Belge—Mr D. Caminer, Mr L. O. 
Ford and Mr H. A. Gill to be assistant 
sub-managers. 
Barclays Bank—Banbury: Mr D. N. 
Hoddinott, from Chipping Norton, to be 
manager on retirement of Mr W. H. 
Williams. Billericay: Mr K. Hallows, from 
Chelmsford, to be manager on retirement 
of Mr G. C. A. Taylor. Bingley: Mr R. L. 
Haley, from Park Row, Leeds, to be manager. 
Buckingham: Mr G. E. Webb, from Brack- 
ley, to be manager. Cardiff, Victoria Pk: 
Mr R. W. Towers to be manager. Chipping 
Norton: Mr R. R. J. Hickmott, from Buck- 
ingham, to be manager. East Croydon: Mr 
L. P. Jenkins, from West Wickham, to be 
manager on retirement of Mr G. V. Yeabs- 
ley. Guirlington: Mr E. Farrar, from Market 
St, Bradford, to be manager on retirement 
of Mr J. S. Scarr. Halifax: Mr H. H. 
Tooth, from Market St, Bradford, to be 
manager in succession to the late Mr G. 
Boys. Keswick: Mr F. S. Nicholson, from 
Birley St, Blackpool, to be manager on 
retirement of Mr J. C. Lees. Newton-le- 
Willows: Mr W. E. Naylor, from Altrincham 
and Bowdon, to be manager on retirement 
of Mr W. C. Murray. Wadebridge and 
Padstow: Mr G. R. A. Hill, from Truro, to 
be manager on retirement of Mr W. C. C. 
Moss. 
The Chartered Bank—Mr W. G. Pullen 
to be chief general manager on retirement 
of Mr H. F. Morford; Mr G. A. Leiper to 
be joint general manager, and Mr A. T. 
Hobbs to be an assistant general manager. 
District Bank—FEccleshall, Staffs: Mr J. S. 
Dow.is, from Leigh, to be manager. Gar- 
stang: Mr J. R. Hall, from Longridge, to be 
manager. Longridge: Mr J. H. Perrow, from 
Eccleshall, to be manager. 
H.M. Treasury—Mr C. Raphael to be 
Head of the Information Division on retire- 
ment of Mr S. C. Leslie. 
Lloyds Bank—Head Office: Mr G. M. 
Warry to be a joint general manager on 
retirement of Mr F. O. Faull; Mr F. J. 
Thomas, from Bath, and Mr B. H. Piper, 
from Leeds, to be general managers’ 
assistants. District Office, North-west: Mr 
v. J. Ingamells, from head office, to be 
district manager on retirement of Mr H. R. 
Yates. Bath: Mr I. Calvert-Jones to be 
manager. Burford: Mr G. S. W. Davies, 
from Whitchurch, Shrops, to be manager. 
Hayes, Mddx: Mr R. N. Parks, from 
Tottenham Court Rd, to be manager. 
Newcastle upon Tyne, Byker and Heaton: 
Mr J. S. Ellis, from Derby, to be manager 


APPOINTMENTS AND RETIREMENTS 


on retirement of Mr A. H. Hodgson. 
Lombard Banking—Mr P. H. A. Bowman 
to be an executive director of the bank. 

Martins Bank—Sir J. N. Nicholson to be 
a deputy chairman. London—Sloane St: 
Mr H. A. Lewe, from Victoria House, 
Westminster, to be manager; Victoria 
House, Westminster: Mr K. E. Tester, from 
68 Lombard St, to be manager. Cambridge: 
Mr A. Hodgson, from Oxford, to be 
manager. Liverpool Dist Office: Mr A. J. A. 
James, from Bath, to be an _ inspector. 
Morecambe, West End Branch, Bare Sub- 
branch and Heysham Sub-branch: Mr A. B. 
Aitken, from Cambridge, to be manager. 

Midland Bank—Sir A. Roger and Lieut- 
Col Sir A. G. Stern have retired from the 
board of the bank and that of Midland 
Bank Executor & ‘Trustee Company. The 
Rt Hon Lord Blackford has been appointed 
deputy chairman of both boards. Head 
Office: Mr A. V. Cant, from Great Portland 
St, to be a superintendent of branches in 
succession to Mr G. B. Stewart; Mr E. V. 
Marks, from Old Kent Rd, to be a superin- 
tendent of branches in succession to Mr 
C. W. English. London—Overseas Branch: 
Mr J. Pryor to be New York representative 
in succession to Mr J. E. T. English; 
Aldgate: Mr E. H. Proctor, from Finsbury 
Pavement, to be joint manager; Bedford 
Row: Mr F. C. Bonner, from Hill Rd, 
Wimbledon, to be manager on retirement 
of Mr E. C. Cooper; Bloomsbury: Mr R. E. 
Cordwell, from Clerkenwell, to be manager 
on retirement of Mr F. E. Bird; Brixton Rd: 
Mr L. G. Jupp, from Aldgate, to be manager 
in succession to Mr F. L. Mills; Clerkenwell: 
Mr F. L. Mills, from Brixton Rd, to be 
manager in succession to Mr R. E. Cord- 
well; South Ealing: Mr M. W. Patterson, 
from Regent St, to be manager in succession 
to Mr L. S. Easter; Finsbury Pavement: Mr 
C. W. English to be manager in succession 
to Mr E. H. Proctor; Golden Sq: Mr P. H. 
Brice to be manager in succession to Mr 
L. S. Farmbrough; 159 Great Portland St: 
Mr L. S. Easter, from South Ealing, to be 
manager in succession to Mr A. V. Cant; 
Knightsbridge: Mr G. B. Stewart to be 
manager on retirement of Mr S. L. Knee- 
bone; Marylebone High St: Mr S. G. Heath 
to be manager on retirement of Mr C. J. 
Cope; Marylebone Rd: Mr L. S. Farm- 
brough, from Golden Sq, to be manager on 
retirement of Mr R. A. Shambrook; 280 Old 
Kent Rd: Mr B. H. James, from Kentish 
Town, to be manager in succession to Mr 
E. V. Marks; Stepney: Mr F. S. Bourne to 
be manager in succession to Mr R. S. T. 
Jarvis; Upper Norwood: Mr G. H. Grasty 
to be manager on retirement of Mr H. T. 
Adams; Wimbledon, Hill Rd: Mr R. S. T. 


arvis, from Stepney, to be manager in suc- 
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cession to Mr F. C. Bonner. Birmingham, 
Ward End: Mr B. Clements to be manager. 
Birkdale: Mr R. W. Esther, from Southport, 
to be manager in succession to Mr W. C 
Clark. Bournemouth, Boscombe: Mr V. R. 
Fryer, from Romsey, to be manager on 
retirement of Mr H. H. Whiteley. Bristol, 
Bedminster: Mr C. M. Roberts, from Avon- 
mouth, to be manager in succession to the 
late Mr R. E. Comer. 

National Provincial Bank—London—East 
Finchley: Mr M. E. Roberts, from Moorgate, 
to be manager on retirement of Mr G. C. 
Kraushaar; Liverpool St Station: Mr B. 
Bluck, from Chancery Lane, to be manager 
on retirement of Mr F. W. S. Nichols; 
Maida Vale: Mr W. N. Neate, from Oxford 
St, to be manager on retirement of Mr 
H. H. Pate: Southgate: Mr R. G. L. Moore, 
from Holborn Circus, to be manager on 
retirement of Mr H. S. Porteous. Cam- 
berley: Mr R. Ellis, from Salisbury, to be 
manager on retirement of Mr A. C. W. 
Miller. Ellesmere: Mr L. Pollicott, from 
Eccleshall, to be manager on retirement of 
Mr E. L. M. Jones. South Croydon: Mr 
E. S. Glanville, from Chancery Lane, to be 
manager on retirement of Mr J. F. Eaton. 
Royal Bank of Scotland—Aberdeen, West 
End: Mr G. D. Rae to be joint manager 
with Mr F. R. Young. Glasgow: Mr D.R. R. 
Aitken to be sole manager on retirement of 
Mr J. M. Fairgrieve. Melrose: Mr J. W. 








Smith to be manager on retirement of Mr 
J. A. Smart. 

Westminster Bank—Sir W. Barrie and 
Major-Gen C. A. L. Dunphie have been 
appointed directors. Head Office: Mr W. A. 
Stremes to be sole principal, general clearing 
dept, on retirement of Mr G. Edwards. 
London—Brixton: Mr J. H. Reeves, from 
Bexleyheath, to be manager on retirement 


of Mr W. L. Stebbens; Chelsea: Mr R. W. 


Bailey, from Marylebone, to be man- 
ager; Kensington High St: Mr C. H. G. 
Hart, from Chelsea, to be manager on 


retirement of Mr D. E. Champion Jones; 
King’s Cross: Mr G. F. Lambert to be 
manager on retirement of Mr A. N. Linsley; 
Walworth Rd: Mr E. W. Wimble to be 
manager on retirement of Mr K. M. Currie. 
Alfreton: Mr 'T. H. Flanagan, from Lichfield, 
to be manager on retirement of Mr S. R. 
Botham. Barnes: Mr J. G. Youngman, 
from South Kensington, to be manager on 
retirement of Mr ‘Il’. G. Smith. Bath: Mr 
J. R. Mills, from Threadneedle St, to be 
manager. Bexleyheath: Mr F. M. Russell, 
from Bishopsgate, to be manager. Cam- 
bridge, Fitzroy St: Mr J. C. Brown to be 
manager. Hereford (new branch): Mr J. L. 
Fox, from Aylesbury, to be manager. Lich- 
field: Mr J. A. Broughall, from Leeds 
University, to be manager. North Harrow: 
Mr R. M. Harrison, from Wembley, to be 
manager on retirement of Mr G. P. Giles. 





What will you 
drink ? 


The answer to that question can be 
embarrassing when you are entertaining. 
It is not easy to select wines, spirits 
and liqueurs that you know will please 
the man you have not met before. 

The anticipation of the awkward choice 
is part of our work, for we help a large 
number of City firms to choose, that 





trying entertainment contretemps may 
be avoided and that guests of all types 
may be pleased. 

At our cellars you can choose and taste, 
with an expert in City entertainment at 
your elbow to suggest and advise, if you 
wish. Alternatively, he can visit you. 
Either way, he can be very helpful. 


Telephone: Royal 1096 


W. COATES & CO. 


Cellars, Offices and Warehouses 


24/25 Whitechapel High Street, London, E.1 


(2 minutes from Aldgate Underground) 
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Averages. 
of Months: 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 


1951: Oct 


Nov .. 


1957: Nov .. 
Dec .. 


1958: Jan 
Feb .. 
Mar .. 
April.. 
May .. 
June .. 
July .. 
Aug .. 
Sept .. 
ao 
Nov .. 


Dec .. 


Net 


Deposits 


{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 
6,138 
6,330 


5,981 
5,973 


6,236 
6,516 


6,392 
6,131 
6,087 
6,152 
6,119 
6,325 
6,368 
6,313 
6,376 
6,441 
6,495 
6,761 








Liquid Assets 


{mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 


560 
611 
668 
576 
623 
692 
713 
683 
672 


785 
676 
712 
723 


NNUNPPRODRROND WO OF 


Zot 
3 


TDRs 


{mn 


PTT EET 


PTT Tri 


PTT TET ELI td 


* Ten clearing banks for 1921-35, thereafter eleven. 
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BANKING STATISTICS 


Banking Trends since World War I* 


Investments 
{mn /o 
325 1 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 

1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
2,149 32 
1,555 25.1 
2,033 32.9 
2,037 oe 
2,049 29.6 
2,080 31.0 
2,084 32.6 
2,094 32.9 
2,136 33.1 
2,163 aa. 
2,181 32.7 
2,193 32.9 
2,199 33.4 
2,203 33.1 
2,193 32.5 
2,152 31.7 
2,102 29.2 





Advances 
mn Zot 
833 46 
750 42 
761 46 
808 49 
856 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
$44 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 44 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 
1,107 20 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
2,007 30 
1,897 30.6 
1,925 31.1 
1,874 28.8 
1,881 27.1 
1,859 27.7 
1,880 29.4 
1,917 30.1 
1,964 30.4 
1,962 30.6 
2,030 30.4 
1,997 29.9 
1,993 30.3 
2,027 30.5 
2,082 30.9 
2,132 31.4 
2,245 31.2 


+ Ratios to gross deposits, 





1955 


Dec 31, 1958 r 
% Of Year to 
Gross Dec 
Deposits 1958 


513 
363 
477 


220. 
269. 


90. 


2102. 


456. 
407. 


473 
287 
301 


107. 
2245. 


Trend of Bank Liquidity* 
1957 
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Trend of “ Risk ’’ Assets 


(£ millions) 
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1956 


CHANGE IN 
Monthly Periods 
1958 
Oct Nov 

— -—25.3 
—- 3.4 -14.6 

+ 0.2 — 
-10.3 - 0.1 
+ 0.6 --- 
+ Q. —- 
- 9.7 -41.8 
+11.2 +14.4 
+23.6 +13.4 
+ 6.8 + 2.5 
+12.4 + 6.9 
+11.8 + 5.6 
+2.2 - 1.1 
t 0.1 + 5.7 
+55.5 +50.4 
1958 











Investments: 
Barclays 
Lloyds 
Midland : 
National Provincial . . 
Westminster . . 
District 
Martins . 
Eleven Clearing 
Banks .. 
Advances: 
Barclays 
Lloyds 
Midland ; 
National Provincial . . 
Westminster . . 
District 
Martins alt 
Eleven Clearing 
Banks .. 
Mar 
Barclays .- wee 
Lloyds —— 
Midland i< 
National Prov 30.7 
Westminster.. 29.7 
District << Gee 
Martins 5 
All Clearing 
Banks .. 29.9 


37.4 


34.4 29.7 
41.3 34.1 
LP a. A 
37.6 34.3 
39.8 Fa.8 
42.1 36.7 


Dec Mar Nov 
Ad Oo 


30.3 35.8 3o.7 
37.6 
36.6 
36.0 
38.8 
39.0 
38.4 


37.4 32.6 36.9 


37.3 31.9 31 
27.8 33.9 Ze: 
39.5 34.0 31 
39.0 35.4 33 
a9.2 32.0 WH. 
41.0 35.9 36. 


37.9 4.2 33.0 3 
Be 
0 35. 
7. a 
3 Be. 
2 HH. 
1 35. 


Dec Mar Oct Nov 
o o/ / 


38.4 33.9 33.2 33.7 


* Cash, call money and bills shown as percentage of gross deposits. 


Mondays: 


Bank rate .. 
Treasury bills: 


Average allotment rate* 
Market’s dealing rate, 


3 months 7 
Bankers’ deposit rate 
Short money: 


Clearing banks’ minimum 


Floating money .. 
* Preceding Friday. 


¢ Lowered to 4% on 20.11.58. 


Money and Bill Rates 


Jan 20, Nov 17, Dec 22, Dec 29, Jan 5, 
1958 


7 


54 
5i-64 








Ww, 
re 


aw 


6 
6 
5 


1958 1958 
Ht  4t 
3h Od 
3b 003 
24 2 
24 


2% 
23-38 23-33 
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1959 1959 
4 4 

3 #5 34 
5% 5% 


2% 2% 22 
23-34  23%-34 3-3} 
+ Lowered to 6% on 20.3.58, to 54% on 22.5.58, 

to 5% on 19.6.58, and to 44% on 14.8.58. 
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THE EXCHEQUER FINANCES 


(£ millions) 














I—The Budget 
Expected Gain or 
Original gain or April 1, loss* on 
budget loss* on 1958, to corresponding 
estimates, 1957-58 Jan 17, period of 
1958-59 out-turn 1959 1957-58 
Total Inland Revenue 2,970 +115 1,751.4 + 73.0 
Customs and Excise .. 2,189 + 39 1,732.0 + 34.8 
Other revenue 280 - 58 202.4 —- 46.4 
Total ordinary revenue 5,439 + 96 3,685.8 + 61.0 
Debt interest (including sinking fund) 733 — 33 579.9 - 33.5 
Other consolidated fund 83 - 1 62.9 ~ Bee 
Supply expenditure .. 4,259 —121 3,280.3 —- 98.4 
Total ordinary expenditure 5,076 —155 3,923.1 —- 135.4 
Above line surplus or deficit +364 - 59 — 237.3 — 74.5 
Net deficit below line — 600 + 35 — 472.1 + 80.3 
of which 
local loans (net lending shown 
minus) . as —- 13 —- 32 + 45.2 + 0.6 
loans to state industries, net —478 —- 49 + 7.4 — 78.6 
Total deficit . — 236 — 24 — 709.5 + 5.8 





* Plus indicates increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 
II—National Savings 
({£mns: Receipts into Exchequer reported during period) 

Savings Total 

Certi- Defence Savings Premium Total Accrued Defence Remain- 

ficates Bonds Banks Bonds Smali Interest Bond ing In- 

(net) (net) (net) (net) (net) Maturity vested* 

1952-53 .. +22.8 -10.7 -131.6 — -119.5 88.3 —-45.5 6,020.9 

1953-54 .. +19.0 + 0.3 —79.3 — - 60.0 88.6 —-38.4 6,008.7 

1954-55 .. +46.0 +51.1 - 35.4 — + 61.7 88.8 —-28.8 6,126.2 

1955-56 +19.7 +21.5 — 80.4 ~~ - 39.2 82.7 -50.8 6,123.6 

1956-57 -72.0 + 3.2 -20.6 +65.0 -+119.5 35.5 —-38.9 6,124.0 

1957-58 .. +73.1 - 1.2 -~ 2.4 +58.3 +108.5 35.3 -—38.4 6,240.0 
1957-58 

April-Nov —- 8.3 — 7.6 ~16.0 +50.9 + 19.0 28.4 —-15.7 6,286.0 

December — 5.8 — 2.7 — 44.0 1. 4,2 —- 48.3 3.1 —- 0.6 6,240.0 
1958-59 

April-Nov +87.4 +64.8 —-43.3 +46.4 +155.2 34.3 - 8.7 6,451.0 

December +12.9 +12.9 -35.2 + 2.7 —- 6.7 4.8 - 0.2 6,447.0 

* After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 


I1I—Floating Debt 


(£ millions) 








Change in three 








Beginning of April* Jan months to 
17, Jan17, fFani18, 
1956 1957 1958 1959 1959 1958 
Ways and Means Advances: 
Bank of England - — _ - oe —- ~= -— 
Public Departments _.... 277.7 289 .3 239.6 | 236.6 + 22.4 + 36.3 
Treasury Bills: | 
Tender ey .. 3,240.0 2,860.0 3,120.0 3,460.0 +140.0 +250.0 
Tap - 5 .. 1,561.2 1,306.4 1,499.4 1,948.3 -+192.2 —- 58.0 
5,078.9 4,455.7 4,859.0 5,644.9 +354.6 +228.3 











* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 

























































































Jan 24, Nov 21, Dec 19, Jan 2, Jan 9, Jan 16, Jan 23, 
1958 1958 1958 1959 1959 1959 1959 
Official Market 

Spot .. 2.81;, 2.80,;,- 2.803 2.803 2.803 2.80;; 2.80% 

3 months 2%cpm itepm gcpm  i!cpm sc pm le pm +c pm 
Transferable* 2.790 2.794 2.796 oo ~— — 
Security* .« eae 2.719% 2.79% 2.80} 2.80 7, 2.80; is 2.803 

* New York market quotations. 
Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 
Net Gold and Dollar Official Private 
Surplus (+-) or Deficit (—) Financed by Reserves UK 
—_— ———- atEnd Dollar 
Net Special of Balances* 
Yearsand With With Surplus Ameri- Payments Change Period 
Quarters EPUT Other or can and in 
Areas Deficit Aid Credits Reserves 

1946 — — - 908 -— -1123 - 220 2696 194 

1947 = ~— — 1431 — +3513 — 618 2079 267 

1948 — — -1710 682 + 737 ~ 223 1856 295 

1949 — = — 1532 1196 - 116 — 168 1688 236 

1950 14 ~791 + 805 762 + 45 +1612 3300 257 

1951 _ -112 — 876 — 988 199 — 176 — 965 2335 508 

1952 — 276 — 460 736 428 - 181 —- 489 1846 472 

1953 +113 -. 433 + 546 307 — 181 -+ 672 2518 49] 

1954 - 85 +-395 + 480 152 — 388 + 244 2762 428 

1955 — 169 — 406 —- 575 114 — 181 — 642 2120 480 

1956 -211 - 415 — 626 66 + §73 13 2133 679 

1957 — 276 —114 390 26 - 504 - 140 2273 602 

1958 - 81 +1086 +1005 6 - 161 796 3069 - 
1957: 

I - 20 — 84 - 64 13 + 127 + 76 2209 645 

II - 12 - 21 - 9 4+ +- 177 - 172 2381 513 

Ii! — 193 — 326 - 519 ) - 21 - 531 1850 657 
, IV —115 + 288 + 173 = - 250 423 2273 602 
1958: 

I -+-103 -+-393 -+- 496 1 —— 497 2770 690 

I] - 11 +318 - 307 5 - 6 306 3076 734 

July - 53 - 61 r 8 — -— 8 3084 ee 
Aug — 39 + 65 + 26 — - 21 + § 3089 s 
Sept - 17 + 48 - 31 -— a: + 31 3120 731 
Ill - 109 -+-174 - 65 = - 21 4+ 3120 731 
Oct —- 28 -+- $2 + 54 —- a - 54 3174 
Nov — 24 + 65 + 41 — —- - 41 3215 
Dec. - 12 + 54 42 — + 188 —- 146 3069 
1V —- 64 -+ 201 137 -——- + 188 - J 3069 - ; 
Main Special Items Detailedt 
Receipts Payments 
$mn Smn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 
1947-49 IMEFEF loan ' 300 Canadian loans, etc 181 
1948 South African loan 325 1954 EPU funding “ae + 
1956 Sale of Trinidad oil 177 IMF repayment . .. 108§ 
Sale of US Govt bonds. 30 1956 IFC subscription 14 
IMF loan 561 1957-58 Anglo-German debts pay- 
1957 India’s IMF loan’ 200 ment .. 21 
Return of interest on US 1958 Service of US and Cana- 
loan 104 dian loans, etc . 188 
Export- Import Bank 250 
* Source: Federal Reserve Bulletin. 
+ Portion of deficit or surplus settled in gold (in month following each accounting period). 
} Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 
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Life Assurance 
WHOLE LIFE—WITHOUT PROFITS 


oe catetes esa ae 


SUM ASSURED £10,000 

AGE NEXT BIRTHDAY 40 

ANNUAL PREMIUM sere 
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a PROSPEROUS INTERNATIONAL 


: __.with its own well- established, and leading brands ants 
‘distributed through chain stores, grocers’ and chemists’ 
_ shops in the U. K, As now prepared 


‘TO BUY “FOR CASH 
MISIDINNS* ; DITUBUD /¢ h, AG Btls Ft 


companiés; especially privaté companiés, whose products 
ate sold through thése Sameé fradé Channels. Consideration 
“may also’ be‘given to'the acquisition of’successful brands 


distributed either locally or ghonally. 
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Tullis Russell offer the benefits of 50 years’ experience 


Pope and skill in making sensitized security cheque paper, of a 


quality and character that help to safeguard the reputation 








of British Banking all over the world. Day and night, 






month in and month out, one of Tullis Russell’s machines 






is engaged entirely in making this paper for all the big 





banks at home and overseas. Every stage of the work is 










supervised by qualified technicians specially trained to 
control and develop the paper’s protective qualities. 
For safety, security and consistency of quality, specify 


T.R. Security Cheque Paper — it is a credit to Banking! 


Tullis Russell + ©. Ltd 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS AND 
SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR INDUSTRY 


PAPER MAKERS SINCE 1809 


SCOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON: “‘Ivorex House’’ Upper Thames St., E.C.4 
BIRMINGHAM: 18-19 Ludgate Hill! MANCHESTER: 372 Corn Exchange Buildings, Corporation Street 
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THE NATIONAL BANK 
OF KUWAIT LTD. 


ESTABLISHED 1952 


Under Charter granted by H.H. Shaikh Sir Abdulla Al Salim Al Subah, K.C.M.G., C.LLE.., 
Ruler of Kuwait 


BALANCE SHEET as at 31st DECE MBER, 1958 


1957 ASSETS 
Indian Rupees Indian Rupees 
148,837,704 Cash and Balances with Banks. . - oa i aa .. 181,628,215 
169,291,000 British Government Treasury Bills... . 333,250,000 
British and Other Government Securities (at under market value 
29,098,076 as at 31.12.58) . ; a ae * ‘ss 33,101,300 
1,000,000 Other Investments, at or under cost a 2,931,055 
123,010,177. Advances to Customers, Bills Discounted and Other Accounts .. 138,348,905 
200,000 Land and Buildings, /ess amounts written off .% 700,000 
Liability of Customers for Confirmed Credits and Guarantees. as 
60,744,341 per contra , ; 76,909,347 


Note:—There is a contingent liability of Rs. 1, 000. 000 in “respect 
of uncalled capital on ** Other Investments.” 
$32,181,298 766,868,822 


1957 LIABILITIES 


Indian Rupees Indian Rupees 

13,100,000 Capital: Authorised, Issued and Paid Up 5 P si “i 13,100,000 

8,600,000 General Reserve .. ga 15, 000, 000 
Current, Deposit and Other Accounts (including | Provisions for 

447,494,600 Contingencies) . — - fe .. 658,952,491 

1,441,000 Dividend Payable ~ ei - as sa i 1,834,000 

801,357 Profit and Loss Account Balance i 1,072,984 
Confirmed Credits and Guarantees on behalf of Customers, as per 

60,744,341 contra .. a > 4 ‘fe ia "e ‘is 0 76,909,347 


532,181,298 766,868,822 
AHMED SAOUD ALKHALED KHALIFA KHALED GHUNAIM A. E. MEDLYCOTI 
Chairman Deputy Chairman General Manager 


PROFIT AND LOSS ACCOUNT 
FoR THE YEAR ENDED 31ST DECEMBER, 1958 




















1957 
Indian Rupees . Indian Rupees 
Profit after charging all expenses, making provisions for contin- 
3,351,941 gencies and writing down assets ea oF i i Ne 4,505,627 
490,416 Balance brought forward from last year ‘i = 5 ss 801,357 
3,842,357 5,306,984 
1957 
Indian Rupees Indian Rupees 
1,600,000 Transferred to General Reserve aa an rv 2,400,000 
1,441,000 Provision for payment of dividend of 4% - oe bi 1,834,000 
801,357 Balance carried forward. ba fq - ‘, - Pe 1,072,984 
3,842,357 5,306,984 
London Correspondents: New York Correspondents 
Midland Bank Limited Irving Trust Company 
Chartered Bank Chase Manhattan Bank 
Eastern Bank Limited Bank of America 
Chase Manhattan Bank Guaranty Trust Co. of New York 


Lloyds Bank Limited 


Correspondents in all principal countries 


A COMPLETE BANKING SERVICE FOR TRANSACTIONS WITH KUWAIT 

























































MODEL ROLAND & STONE 


Members of the New York Stock Exchange 


INTERNATIONAL 
SECURITIES 
120 Broadway, Telephone: 
New York 5, N.Y. Worth 4-5300 
Cables: Morodeal | 























For safe Investment 


recommend the 


WESTBOURNE 


' Member of the 
BUILDING SOCIETY sie soci 


Association. 











ASSETS - - £28,000,000 
RESERVES - £1,890,000 


WESTBOURNE GROVE 
LONDON W.2 BA Yswater 2440 F nies 




















MIDLAND BANK LIMITED 





Expanding Volume of Business from New Services 





International Banking—A Leading Position 





Remarkable Change in Monetary Situation 





Roles of Government and Private Business 





Viscount Monckton on Testing Time Ahead for U.K. Production and 
Employment 





HE One Hundred and Twenty third 

Annual General Meeting of Midland 

Bank Limited will be held on Febru- 
ary 13, at the Head Office, Poultry, 
London, E.C.2. 

The following is the statement by The 
Rt. Hon. The Viscount Monckton of 
Brenchley, P.C., K.C.M.G., K.C.V.O., 
M.C., Q.C., the Chairman, on the report 
of the directors and accounts for the year 
to December 31, 1958 :— 

The past year has been one of the most 
eventful in the history of the Bank, by 
reason of the innovations made in banking 
service, the publicity attracted at home and 
abroad by these developments, and the 
volume of new business that has come to 
the Bank as a direct or indirect consequence 
of them. 


New Bank Services 


The first innovation, at the beginning of 
September, was the Personal Loans Scheme. 
This was an extension of service, quite 
new for this country, which had been under 
consideration for some time past; the lifting 
of the “‘ credit squeeze ’’ opened the way 
for its speedy introduction. I need not 
recite details of the scheme, which has 
features distinguishing it from ordinary 
borrowing from a bank on the established 
patterns; the extent to which the facilities 
have been taken up has confirmed the 
existence of a considerable demand which 
can be met within the broad principles of 
commercial banking. Up to the end of 
December we had made over 45,000 per- 
sonal loans, for sums averaging about £160, 
and the amount outstanding on them is 
nearly £7 million. Analysis of the purposes 
for which the loans have been taken shows 
that over one-third of them by number, and 
over one-half by amount, have been for the 
purchase of motor vehicles. The other 
major elements in the demand are for furni- 
ture, fittings or equipment, and for repairs, 
decorations or improvement of premises. 
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In all these groups are to be found many 
loans related to small business and profes- 
sional, as distinct from personal, require- 
ments. ‘The demand has been evenly spread 
throughout the country. 

A few days later we made available a 
second new service, by introducing the 
Personal Cheque Account. Here we were 
concerned to develop our business by en- 
larging the range of resort to cheque pay- 
ments—a process which has been rendered 
more practicable and desirable by trends in 
the distribution of incomes and by the 
spread of substantial and regular payment 
obligations. It is obstructed, in this country 
as compared with some others, by the 
existence of the stamp duty on cheques; but 
early experience has shown that even so 
there is room for expansion. The Personal 
Cheque system is designed to meet the 
needs of people requiring a_ standard, 
limited banking service, provided at the 
lowest possible cost, known in advance. It 
was foreseen that to achieve widespread 
recognition of the advantages of such a 
service would require steady, sustained 
publicity through the various techniques 
now available. Here too, however, we have 
been gratified by the immediate response. 
Large numbers of Personal Cheque Ac- 
counts are being opened every day, at 
branches throughout the country, and the 
average balance on such accounts has ex- 
ceeded our expectations. Employers have 
shown a lively interest in the new facilities 
in connection with improved arrangements 
for paying their staffs, and this encourage- 
ment to the opening of bank accounts 
would be greatly fortified if the Truck Acts 
could be amended so as to remove some of 
the obstacles and uncertainties which now 
exist, without impairing the right of workers 
to be paid in the form they individually 
prefer. 


The introduction of these two new 
facilities has had one result the extent of 
which was not fully foreseen, namely a 














marked acceleration of the growth of our 
day-to-day business on established lines. 
Thus the number of current accounts, of 
the ordinary type, which have been opened 
during recent months has been far larger 
than the numbers recorded: over a long 
period preceding the innovations. Our 
object in making them has been to en- 
courage people who hitherto have had no 
direct contact with a bank to make use of 
our facilities, and thus to widen the range 
of habitual resort to banking service. We 
are convinced that this long overdue de- 
velopment will be of advantage to the 
public as well as to the banks. 

We have, then, every reason to be satisfied 
with the results already recorded. I should 
like at this point to pay tribute to all those 
officers of the Bank who took part in any 
way in working out and inaugurating the 
plans, to our managers and staff at branches 
who have entered with enthusiasm into the 
enterprise and have gladly responded to 
the increased demands made upon their 
time and effort, and to those who advised 
and assisted us in making the schemes 
known to and understood by the public. 


Balance Sheet and Accounts 


Apart from these innovations, I have 
several comments to make on the progress 
of our business as shown by the report and 
accounts. 

The mechanical work involved in the 
simplification of our capital structure, to 
which I referred in my statement a year ago, 
was carried out with creditable speed and 
smoothness, and the opportunity was taken 
to bring the actual register of shareholders 
into a physical form giving all the advan- 
tages of the most up-to-date technique. 
This will facilitate the further capital opera- 
tion of which particulars have recently been 
announced. Shareholders are aware that, 
as events turned out, this consists solely of 
a bonus issue. Our plan had been to make, 
in addition, a rights issue to shareholders 
coupled as on past occasions with an offer 
of shares to the staff on advantageous terms. 
The bonus issue did not require official 
consent, and we very much regret that the 
‘T'reasury’s permission for the cash operation 
was withheld. In accordance with estab- 
lished practice, no reason was given for this 
decision. As matters stand, the capitalisation 
of part of the Reserve Fund and its re- 
plenishment from inner reserves will raise 
the paid-up capital and Reserve Fund to- 
gether by nearly £53 million to approxi- 
mately £37? million. 

It is accepted that the paid-up capital 
and published reserves of a bank should be 
well in excess of the balance sheet value of 
its fixed assets. In our case these fixed 
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assets now aggregate more than £22 million, 
and among them bank premises comprise a 
large item—roughly one-half of the total. 
The policy of expansion has required heavy 
expenditure in recent years on new or im. 
proved branches. Among those in London 
I would mention particularly one in Picca- 
dilly Circus designed especially for visitors 
from abroad and another in Hanover Square 
for the convenience of customers in the 
west end. Branch extension, however, is 
by no means confined to London; we have 
opened during the year over forty other 
new offices, as far apart as Guernsey and 
Billingham-on-Tees, wherever the fact or 
the prospect of profitable development is 
established. Apart from new branches, the 
prolonged restrictions on building work for 
banks left us with heavy arrears on ordinary 
improvements, and we are now doing our 
best to get ahead with this work, in many 
cases overdue, in order to give scope for a 
rising trend of activity and to _ provide 
proper accommodation for the staff accord- 
ing to modern standards. All this means 
heavy outlays, and much more is to be 
foreseen, including the provision of a build- 
ing in which our Overseas Branch can be 
housed so as to operate with maximum 
efficiency and provide conditions in which 
our banking friends from abroad can be 
suitably received. 

The enlargement of our deposit liabilities, 
as shown in the balance sheet and in interim 
returns, reflects the growth of our business. 
‘Total drawings on current accounts are still 
on the up-grade notwithstanding the slack- 
ening in industry. Our index of business 
turnover, which was introduced in my 
statement a year ago and has since been 
published quarterly, has been widely wel- 
comed as a useful addition to national 
statistics. 

Advances and Investments 

I have mentioned already one direct 
contribution to the rise in advances over the 
year, namely the new Personal Loans. 
Excluding these, it was noticeable that, 
with the removal of the “‘ ceiling ’’ on bank 
advances and the relaxation of selective 
regulation, an active demand emerged for 
new or increased borrowing facilities over 
a wide range. Comparing our quarterly 
analysis of advances for November with 
that for August, we find a far greater pro- 
portionate rise in the number of borrowing 
accounts than in the total amount bor- 
rowed. It may be inferred that the credit 
squeeze had deterred the “ little man,” in 
particular, from approaching the banks for 
accommodation which, happily, they are 
now in a position to provide. Carrying the 
comparison back over the full vear, we find 
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again from the quarterly analysis a larger 
increase 1Nn number than tn amount. It 1s 
noticeable, too, that of the increase in the 
total amount, even including the new Per- 
sonal Loans, more than two-thirds falls 
within the categories of industry and trade 
as against borrowings by local authorities, 
fnancial undertakings, and individuals for 
personal needs. We have been especially 
gratified by the results of our efforts to 
bring to farmers a fuller realisation of the 
wide range of purposes for which we are 
prepared to provide credit-worthy bor- 
rowers in their industry with accommo- 
dation. 

During the period of the “ ceiling’ on 
advances we added considerably to the 
other element in “ risk assets’, namely 
investments; but, happily, our standards 
of liquidity have been such as to make it 
possible for us to meet the rising demand 
for advances without realizing investments 
in the market. You will see from a note 
on the balance sheet that the market value 
of our investments now exceeds their book 
value; but I would emphasize that this fact 
does not imply any future modification of 
the practice, defined and fully explained in 
the Chairman’s statement dated January, 
1953, under which henceforth we would 
make no allocations either from current 
profits or from reserves towards writing 
down the book values of investments. | 
should add that changes in our investments 
during the past year have taken a verv small 
fraction of the total into a maturity of just 
over ten years; for the rest, all are within 
that term, and well over three-fifths of the 
total matures within the next five years. 
We therefore need not concern ourselves 
over-much with the day-to-day ups and 
downs of market valuation. 

One item on the balance sheet reflects a 
welcome addition to our group of affiliated 
companies, resulting from the acquisition, 
jointly with the Clydesdale & North of 
Scotland Bank, of the share capital of the 
Forward Trust Limited. This company, 
like our own Bank, was established in 
Birmingham and extended its interests from 
that great industrial centre. It has for 
thirty years carried on, under first-class 
auspices and management, an expanding 
business in hire-purchase finance, concen- 
trated to an unusual degree upon assisting 
the purchase of industrial plant and ma- 
chinery and agricultural equipment. The 


arrangements for taking over the shares and 
for the establishment of an effective working 
partnership have gone ahead smoothly, and 
we have been impressed by the possibilities 
of fruitful development, among other things 
through branches to be opened in major 
cities of both England and Scotland. 


Our 
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with the Belfast Banking 
Company, the Clydesdale & North of Scot- 
land Bank and the Midland Bank Executor 


older afhliations 


and ‘l’rustee Company—continue to give us 
every satisfaction, and we enjoy with all 
members of the group the happiest relations 
in direction, management and day-to-day 
co-operation. 

In the light of the facts that I have 
recorded it will not have surprised you that 
our net profit has shown some increase, 
more than offsetting the previous year’s 
small decline. ‘This is satisfactory, though 
unfortunately we cannot yet feel confident 
that the long-sustained upward trend of 
working costs has been halted. ‘The direc- 
tors propose a final dividend to bring the 
total for the year to 18 per cent. as before; 
the profit and loss account shows a slightly 
larger amount distributed, thus recording 
the full effect of the 1957 change in capi- 
talisation. If the proposed bonus issue of 
shares is approved by shareholders at the 
annual meeting, it will be the intention of 
the directors—subject always to unforeseen 
circumstances—to recommend a total divi- 
dend rate of 15 per cent. for 1959 on the 
enlarged capital, this being the equivalent 
of 20 per cent. on the present capital. 


Overseas Business 


Among other matters concerning our own 
business I should perhaps refer to our 
leading position in international banking. 
Detailed figures for our Overseas Branch 
show for last year a substantial growth of 
both the volume and turnover of business 
under nearly all major headings. For 
example, comparing the second half of 1958 
with that of 1957, the turnover on sterling 
accounts maintained with us by banks 
abroad increased by well over one-quarter, 
and the turnover on our foreign currency 
accounts with banks abroad by more than 
two-fifths; while transactions carried out in 
our foreign exchange dealers’ room also 
expanded by more than two-fifths. As an 
illustration of the growing volume of work 
I may mention that the Branch now receives 
or despatches, on average, nearly 8,000 
letters a day. 

In the course of cultivating our relations 
with banks abroad we have again carried 
out a wide-ranging programme of visits. 
I have had the pleasure myself of meeting 
in their own countries friends of the Bank 
in the United Srates, Canada, India, 
Pakistan and Persia, and have been im- 
pressed by their warm appreciation of their 
happy relations with the Midland. ‘The 
arrangemen.s, mentioned a year ago, which 
were made within the Bank for supplying 
information and guidance on_ problems 
arising from the establishment of the Euro- 











pean Common Market and possibilities of a 
wider free trade area have proved to be of 
real practical value. Customers concerned 
in these problems are looking to us more 
and more for help in dealing with them. 
We share the disappointment resulting from 
the delay in agreeing upon definite plans for 
the broader association; and hope that even 
now—with the rationalization of European 
currency arrangements and the prospect of 
restoration of a firmly-grounded franc—an 
acceptable formula may be devised. 


Staff 


I have already mentioned the splendid 
work done by the staff of the Bank. In 
order to improve the system of training, 
incentive and selection for promotion we 
have, in tl e past year, established a “ special 
grade ”’ into which young men of proved 
and exceptional promise may be placed for 
purposes of intensive experience and in- 
struction. Our established training arrange- 
ments continue to work well, and we believe 
that banking is more and more becoming 
recognized as an occupation presenting 
attractive pros pects to young people looking 
for a useful, happy and satisfying career. 


Our Board and Management have been 
profoundly concerned during the past year 
by questions of security, especially by inci- 
dents in which the safety of members of the 
staff has been put in jeopardy. For obvious 
reasons I refrain from stating what steps 
have been and are being taken, in collabora- 
tion with the police or on our own initiative, 
to apprehend those responsible for these 
outrages and to guard against recurrence. 
We have done all we can to help in every 
possible way members of the staff who have 
suffered injury or shock, and I have per- 
sonally expressed our admiration of the 
exemplary conduct of those who have been 
involved in these emergencies. 


Current Affairs 


This is not the time to refer to the 
progress of the Committee on the Working 
of the Monetary System except to say that 
we share what I am sure must be the hope 
of its members, that its report may be com- 
pleted and issued within the coming year. 
Meanwhile a new instrument to aid in 
official regulation of monetary conditions 
has been put on paper, in the form of a 
system of “‘ special deposits ” to be called 
in from the commercial banks by the central 
bank if it thinks necessary. The arrange- 
ments have not yet been brought into action, 
ard we may hope that this tentative addition 
to an already complex system of monetary 
control will be found in course of time to 
be unnecessary. 
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Last October I attended in New Debhi 
the annual meetings of the International 
Bank and International Monetary Fund, 
which have firmly established themselves 
as invaluable instruments of collaboration 
for the common good. As an outcome of 
the discussions that took place, an enlarge- 
ment of the resources of both the Fund 
and the Bank is to be foreseen, and we may 
therefore confidently expect that they will 
be able to help still more effectively than 
hitherto in furthering world-wide move- 
ments of economic expansion’ and social 
improvement. 

It cannot be necessary for me to recall in 
detail the remarkable change in the country’s 
monetary situation during the past year—a 
change that was recognized, in domestic 
affairs, by the lifting of the credit squeeze, 
of which I have already spoken, and the 
many steps by way of relaxation and stimu- 
lus that have been taken during the past 
nine months. Concurrently, credit has been 
re-expanded and interest rates reduced, and 
the long upward trend of prices has been 
restrained. 

On the external side, the year ended with 
notable steps in the general direction of 
enlarging the convertibility of the pound 
sterling. The timing of this action, as part 
of a broad return of European currencies to 
free markets, was doubtless influenced by 
the fact that the United Kingdom’s external 
monetary position was probably stronger 
than at any other time since the war. 
Compared with the position a year ago, the 
basic reserves have been fortified. Confi- 
dence abroad in sterling is high. The 
balance of payments is in a healthy con- 
dition; exports have declined less than 
might have been expected, and are particu- 
larly well maintained in the dollar markets; 
and some relaxation of remaining import 
controls had already been found prac- 
ticable. 

The unification of various types of ster- 
ling into the single category of ‘“ external 
sterling ’’ brings almost to completion the 
restoration of full convertibility of the 
pound for people outside the sterling area. 
Thus we are, so to speak, mid-way towards 
the objective of free convertibility which 
has been in view throughout the period 
since 1945. Once this new position has 
been consolidated, within the modified 
structure of European monetary arrange- 
ments, the next long-range process is pfe- 
sumably towards equality of status between 
sterling coming into the hands of sterling- 
area residents and sterling passing into the 
possession of people outside that area. This 
process, however, may well prove to be 
prolonged, since it implies the working out 
of a practical reconciliation between 
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maintenance of a fixed exchange parity in 
a free market and the pursuit of a domestic 
policy aiming at a high level of employment 
and continuous improvement of the stand- 
ard of living. 


The Domestic Situation 


At the moment, the disquieting aspects 
of the domestic position have to do with 
production and employment. The higher 
figures of unemployment and _ short-time 
working are in themselves disturbing; so is 
the fact that the productive capacity of 
industry—zgreatly enlarged by heavy capital 
investment—is not being fully used. No 
doubt the situation is in part to be regarded 
as an easing of unhealthy tension; but it 
would be wrong to shut our eyes to the risk 
of positive recession. ‘The real test will 
come when, in the spring of this year, the 
indices show or fail to show a seasonal 
improvement of average or more than 
average magnitude. 

A year ago I stressed the need of adapta- 
bility in the regulation of bank lending, to 
changes in the general business situation. 
The same quality of flexibility is needed on 
all aspects of national economic policy; and 
in fact during the past year the direction of 
policy has been radically altered by a series 
of steps, taken one by one as soon as it 
seemed evident that a change could be 
made with advantage and without prejudice 
to the long-term gains already in hand. 
I need not recapitulate the measures 
adopted, first to stimulate private capital 
investment, next to re-activate consumers’ 
demands particularly for the more durable 
goods, and finally to enlarge the volume of 
public capital expenditure, while all the 
time working towards improving Britain’s 
prospects in export markets. 

In these days we look to Government as 
exercising major responsibility for modi- 
fying the climate within which private in- 
dustry and trade are carried on. ‘This 
extension of responsibility is perhaps the 
most significant addition to the functions 
of Government that has taken place since 
the ’thirties. The past year has brought us 
to the first occasion after the war on which 
Government has been called upon to face 
what, in the absence of positive action, 
might merge into serious depression. The 
fact that Government recognizes its new 
responsibility, and has already acted upon 
it, is a source of reassurance; so also is the 
fact that it is better equipped, with statistics 
and other information, for its task than it 
has ever been before; and again that its 
discretionary powers to influence the eco- 
nomic situation are both wide-ranging and 
adaptable. 
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The Limitations on Government 
Action 


Nevertheless, it would be folly not to 
recognize the limits on a Government’s 
ability so to direct economic activity as to 
safeguard continuous equilibrium in the 
national economy—that is to say, to ward 
off the recurrent threat of inflation while 
maintaining at all times a high level of 
employment, production and consumption, 
a vigorous development of economic and 
social assets, and a healthy balance of pay- 
ments. In practice there are limitations on 
its powers, not least because in a free 
economy it must act largely by way of 
inducement, persuasion and deterrent; only 
to a limited extent, usually on the negative 
side, can it order or dictate; and the magni- 
tude of those operations which it directly 
controls, while substantial, is by no means 
as large as the total volume of business 
which is governed by private decisions. 
These limitations, it should be noted, apply 
both when striving to check over-expansion 
and when seeking to combat recession. Yet 
experience suggests that inducement and 
persuasion may prove to be less effective, 
once recession has been allowed to take a 
firm grip of the economy, than deterrents 
are likely to be at a time of excessive 
activity. 

It is worth while to recall more speci- 
fically some of the limitations on the effec- 
tiveness of Government action, whether the 
circumstances call for imposed restraint or 
for encouragement to business expansion. 
First, the fact must be acknowledged that, 
with all the progress already made, the 
information to form the basis for action is 
still incomplete and is available only at an 
interval—long or short in different par- 
ticulars—after the actual situation to which 
it relates. ‘The present is always a step or 
two ahead of even the latest statistics or 
other information. 

The statistics, moreover, are always sub- 
ject to some margin of error; and this fact 
increases the difficulty of estimating in 
advance the direct consequences of the 
action to be taken, while some of the 
secondary consequences may be entirely 
unforeseen. ‘Thus there is always a large 
element of judgment in any decision that is 
reached, both as to the choice and timing 
of action and as to the extent of it—whether, 
for example, to raise the Bank rate now or 
leave a decision until next week, and if to 
raise it, then by how much. And judgment, 
whether individual or collective, is always 
prone to error. It is in the nature of the 
system impracticable to assess with any 
confidence the likely measure of response 
to action taken, such as the removal of 














hire-purchase restrictions or the improve- 
ment of initial or investment allowances. 
‘The course of our economy is shaped by 
innumerable individual decisions, dictated 
by personal opinion and feeling, and the 
weight—sometimes even the general direc- 
tion—of these factors is extremely difficult 
to gauge, even in these days of Gallup polls 
and social surveys. In the present context, 
feelings and opinions are particularly power- 
ful in their influence upon the course of 
business investment and variations in stocks 
of goods, and these are often critical factors 
in determining the ups and downs of 
business activity. Not only, moreover, are 
the decisions of businessmen important; 
the weight of popular ideas as to the pur- 
chasing-power of money or the outlook for 
employment may powerfully influence the 
disposal of incomes by way of spending and 
saving. Seeing, then, that it is so difficult 
to gauge the state of opinion at any moment, 
how much more difficult is it to foresee the 
chain of reactions, beyond the first impact, 
of whatever measures may be taken. 
Economic policy in action is made up of a 
series of inevitably uncertain exercises of 
judgment. 


Instruments of Policy 


It would be easier to carry out a con- 
tinuing policy, promptly adapted to chang- 
ing conditions, if the available instruments 
of policy could be used with equal facility. 
But in fact they cannot. At one extreme 
the authorities have at their command such 
means as Bank rate, credit restriction and 
hire-purchase regulation, which can be put 
into action immediately, and without notice, 
once the necessary decision has been taken. 
At the other they have fiscal measures and 
the speeding-up or slowing-down of pro- 
grammes of public capital expenditure, 
which take time to come into operation 
though the decisions themselves may have 
some influence in the period immediately 
following their announcement. On occasion, 
indeed, the psychological effect of the de- 
cisions taken may be more important than 
their direct practical results. 

Finally, account has to be taken of this 
country’s special international position— 
special in degree if not in kind. It is by 
now, for example, generally recognized that 
the increased surpluses on Britain’s current 
balance of payments have been the conse- 
quence in large part of a so-called favour- 
able turn in the terms of trade; on the 
other hand, some export trades have been 
feeling an unfavourable reaction from the 
loss of purchasing-power, suffered by over- 
seas customers through this same fall in 
the level of prices of primary commodities. 
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impact of 
cannot be foreseen. 
events are the Suez 
sudden imposition, by one country or 
another, of import restrictions having a 
sharp effect on United Kingdom sales to 
some major overseas market; and changes 
of opinion and feeling, in financial centres 
abroad, concerning the future of the pound 
sterling. Such factors may go far to upset 
the best judgment of the authorities as to 
the probable course of affairs in this country 
and the measures appropriate to the de- 
veloping situation. 

To sum it all up, there is and always 
must be a large element of the “ hunch ” 
and the “ intelligent guess’ in the efforts 
of any Government, however wise and well- 
informed it may be, to maintain lasting 
equilibrium on a steadily rising trend. ‘To 
remind ourselves of the natural difficulties 
of the task is not to criticize the present 
Government’s efforts or judgment, but 
rather to aid in making one’s own objective 
judgment of the outlook. In my view, 
there is good reason to hope that action 
already taken, perhaps supplemented by 
further steps in the same direction, will go 
far to bring about a resumption of general 
economic expansion coupled with monetary 
stability. 


the 


crises of 


The Contribution of Private Business 


This conclusion, thus baldly stated, might 
perhaps encourage an assumption that re- 
sponsibility for shaping the course of affairs 
rests with Government alone. It is well, 
therefore, to remind ourselves of what 
business undertakings, for their part, can 
do, in the present phase, to encourage 4a 
speedy re-expansion of activity. ‘There are 
three lines of action which I suggest are 
worth consideration by those in control of 
such undertakings, and one or more of 
them will be found relevant to every branch 
of business. First, close attention might be 
given to all possibilities of lowering prices 
of goods sold over the counters in the day- 
to-day run of retail trade, for along this line 
lies the best hope of removing any undue 
hesitancy among buyers resulting from loss 
of overtime earnings or the fear of redund- 
ancy. Secondly, now rather than when 
business is at peak level is the time to 
consider pressing on with plans for physical 
reorganization and expansion and for raising 
standards of efficiency in production and 
distribution; the speeding-up of private 
capital investment is one of the surest ways 
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of stimulating a broad-based business re- 
vival. And thirdly, it is vital to swift re- 
expansion that the country’s export earnings 


of every kind should be enlarged to the very 


utmost. ‘This has been said many times; 
the purpose of saying it now is that when 


buyers overseas are feeling the pinch of 


diminished purchasing-power it is more 
than ordinarily important to convince them 
of the unequalled value and suitability to 
their purpose of the goods and services we 
can offer. ‘The recent international cur- 


rency changes make it all the more necessary 
to search out and exploit every possibility 
of stengthening our goodwill among actual 
and prospective customers Overseas. 

There must be a combination of well- 
judged action at Government level and 
sustained effort and enterprise in private 
business if forces making for recession are 
to be overcome and the national economy 
firmly established once again on a steadily 
rising trend of employment, production, 
consumption and investment. 


DISTRICT BANK LIMITED 





Restoration of Banking Freedom Welcomed 





Sir Thomas D. Barlow’s Statement 





HE Chairman, Sir Thomas D. Barlow, 

G.B.E., has circulated with the report 

and accounts, his statement to the 
shareholders of District Bank Limited, prior 
to the 129th annual general meeting to be 
held on February 13 at the Head Office, 
Spring Gardens, Manchester. In the course 
of his statement the Chairman said: 

Before turning to the accounts it is 
appropriate to refer to the step we took 
last August which identified us more closely 
with hire-purchase finance. ‘The decision 
to extend our interests in this way followed 
a change in the official attitude towards 
the participation by banks in this field of 
business, and we acquired a_ substantial 
interest in the Astley Industrial Trust 
Limited on terms which by them and by 
us are considered satisfactory. 


Accounts 

from the Balance Sheet you will see that 
Current, Deposit and other Accounts are 
nearly {2 million higher than they were in 
December, 1957. This increase would no 
doubt have been greater had the fall in 
interest rates not induced some customers 
to make heavy withdrawals during the 
autumn for the purpose of providing in 
advance for taxation by the purchase of 
Tax Reserve Certificates. 

On the assets side, Cash, Money at Call 
and Short Notice, Treasury Bills and Bills 
of Exchange amount to £82 million. Our 
ratio of liquidity represents 32 per cent. of 
our liability to depositors. 

Investments are slightly down in total. 
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Investments again appear in the Balance 
Sheet at less than their market value. 

It was with considerable satisfaction that 
we learnt last July of the Chancellor’s 
relaxations in credit control. ‘To have a 
large measure of freedom restored so that 
we could once more base our lendings on 
traditional banking principles would be 
welcome at any time, but was particularly 
so last summer because the de-restrictions 
provided a most timely incentive to sluggish 
trade. As will be seen, the increase in our 
advances over the year amounted to {£17 
million. 

Last year we paid a greatly increased 
amount of interest to our depositors and, 
due mainly to increased salaries, the upward 
pressure of operating costs continued. 
There have, however, been compensating 
factors in that the increasing pace of busi- 
ness during the second half of the year has 
enabled us to employ our funds more 
remuneratively. I am therefore pleased to 
say that the position is sufficiently favourable 
for us to show an increase of £65,237 in 
Net Profit over the figure for the previous 
year. After making the usual provisions 
this profit amounts to £738,197 and, adding 
the amount brought forward, there 1s for 
disposal £1,041,667. We are appropriating 
£300,000 to our reserve for contingencies. 
We consider the time is propitious for an 
increase 1n dividend and are recommending 
a final payment of 93 per cent., making 
17 per cent. for the year. It is the Board’s 
intention, in the absence of unforeseen 
circumstances, to pay an interim dividend 
of 8} per cent. in August next. After the 

















appropriation to the reserve for contin- 
gencies and providing for the dividend pay- 
ments, there remains a sum of £351,789 to 
be carried forward. 


Increased International Liquidity 


The past year has been marked by the 
unexpectedness and rapidity with which 
economic stresses and easements have fol- 
lowed one another. With so much uncer- 
tainty pervading the year it was not sur- 
prising that the nations became increasingly 
aware of the shortage of liquidity and the 
urgent need to add to existing resources. 
The fact that most important steps are 
being taken to rectify this position should 
do much to recreate confidence. 

Although the monetary forces conducive 
to recovery are gathering strength, the 
recession in world trade lingers on. Ad- 
mittedly the business revival in the United 
States has arrested the downslide elsewhere, 
but it is open to question whether the 
improvement across the Atlantic, even if 
sustained, will be a sufficiently strong 
stimulus. ‘That is a ci u:e for uneasiness in 
Europe, where the recession is still trouble- 
some. Whilst expansion there largely de- 
pends upon a restoration of demand from 


raw material-producing countries for manu- 
factures, these countries in turn largely 
depend upon the continental market to buy 
their products. Plainly with such inter- 
dependence the way out of a recession is 
not easy, and is likely to remain so, while 
trade between Common Market countries 
and the rest of Western Europe is so far 
from being based on the principles of non- 
discrimination and multilateralism. It is 
too early to say whether the recent concerted 
advance of the major European currencies 
towards convertibility, together with the 
other financial measures, will bring this 
ideal within easier reach, but they at least 
denote a forward movement in world eco- 
nonic relations which is encouraging, 
having regard to the imperative need for all 
nations to co-ordinate their policies and 
resources if full advantage is to be taken of 
the projected increase in_ international 
liquidity. 

In the course of an extensive survey, Sir 
Thomas D. Barlow referrei to the greater 
compreh2nsion of the place of sterling in 
the world’s exchange system, the need to 
guard azainst any feelings of complacency, 
the policy for expansion, the overriding 
importance of savings, penal taxation and the 
problems confroating the textile industry. 
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Shareholders... ...15,220,017 
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CLYDESDALE & NORTH OF 


SCOTLAND BANK 





Highly Satisfactory Results 





Sir Harold E. Yarrow’s Statement 





HE 121st Annual General Meeting of 

Shareholders of Clydesdale & North of 

Scotland Bank Limited will be held on 
February 11 in the Head Office, St. Vincent 
Place, Glasgow. 

The following are extracts from the cir- 
culated statement of the Chairman, Sir 
Harold E. Yarrow, Baronet, G.B.E., LL.D.: 

The Balance Sheet shows a strong posi- 
tion and, in view of the difficult conditions, 
it must be considered that the results for the 
vear are highly satisfactory. Our Deposits 
have been well maintained throughout the 
vear, and show an increase of £626,303. 

Our Note Circulation shows a small de- 
crease of £222,228. ‘This is the first de- 
crease for many years and it undoubtedly 
reflects the reduction in the general trading 
activity. 

The total of Acceptances, Confirmed 
Credits and Engagements on account of 
Customers stands at £8,513,141. This entry 
reflects some of the support we provide for 
our customers in their export activities. 

Turning now to the Assets side of the 
Balance Sheet, you will see that Cash, 
Balances with other Banks, Money at Call 
and Short Notice in London, and Bills 
Discounted amount to £71,642,210. In 
relation to our Deposits and Notes in 
Circulation this represents a liquidity ratio 
of 35.6%. 

Advances show an increase of £5,919,568 
at £48, 503,294. 

Our net profit for the year at £497,971 
shows an increase of £11,505. We propose 
to maintain unchanged the year’s dividend 
of 18°, and the allocations of £32,500 to the 
Staff Widows’ Fund and £100,000 to 
Reserve for Contingencies, which will leave 
a balance of £214,881 to be carried forward 
to 1959. 


Banking Developments 
The banking developments following on 
the Chancellor’s relaxation of the credit 
squeeze which have caught and held the 
public attention have been the inauguration 
of the Personal Loan Service and the incur- 
sion of the Banks into the hire purchase field 
by the acquisition of, or investment in, 
existing hire purchase companies. 
_I recall with pleasure that we were the 
first Bank in Scotland to announce the 
introduction of the Personal Loan Service, 





and the degree of advantage which has been 
taken of it by old and new customers is 
most encouraging and is ample evidence 
that there was a demand for such facilities. 

The participation of the Banks in hire 
purchase followed the Chancellor’s indica- 
tion in his July announcement that the 
Treasury would view favourably develop- 
ments which might be considered ‘“‘ desir- 
able as a means of improving the stability of 
the hire-purchase financial system.’ The 
Banks have chosen, and I think rightly, to 
enter the hire purchase field indirectly. For 
our own part, and in association with 
Midland Bank Limited, we made an offer in 
August last for the Share Capital of Forward 
Trust Limited which was accepted by the 
shareholders, and as a result of which this 
Bank now holds a 40% interest in the 
Company. 

Basis for Expansion 

While none can view with equanimity any 
under employment of resources, either of 
manpower or of manufacturing capacity, we 
should be careful not to draw too gloomy a 
conclusion from the immediate outlook. 

Last year I said that the country’s position 
was inherently strong. Now we have estab- 
lished a firm base from which to begin our 
advance, having achieved relative stability in 
prices and in the cost of living. However, 
we may be faced with thinner and shorter 
order books in the trading conditions we are 
now likely to encounter, and what must be 
guarded against in the days ahead is the 
exploitation for narrow sectional interests of 
temporary advantages which may arise from 
time to time. In particular, it must be ap- 
preciated that we cannot afford so many 
stoppages of work as have occurred in re- 
cent years, a number of which are due to 
demarcation disputes between one union 
and another. ‘There mus: be the closest co- 
operation between employers and employees, 
and in order to secure mutual confidence 
both sides of industry should approach every 
labour problem in a reasonable and con- 
ciliatory spirit. Industrial peace is vital for 
this country at the present time. 

It would be idle to pretend that the 
coming months look like being anything 
other than difficult, but one would hope 
that by the end of this year world trade will 
again be expanding. 
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Statement of Accounts, 31si December, 1958 


LIABILITIES 


Current, Deposit and other Accounts .................... 

Acceptances, Guarantees, Indemnities, etc., for 
account of customers 

Paid-up Capital 

Reserve Fund 


ASSETS 


Cash in hand and with the Bank of England 
Balances with other British Banks and Cheques 
in course of collection 
Money at Call and.Short Notice........................06. 
Bills Discounted 
Investments 
Advances to customers and other Accounts 
Investments in Subsidiaries :— 
The British Linen Bank 
I TRUE GRU 5 ccc scssccrioccsconnesscevesess 
SLR PID P ET een aN Teme 
ane ee TI oi ois ov ik dik once ncccccccccaccsscss 
Bark Premises and adjoining Properties 
Customers’ [ability for Acceptances, Guarantees, 


Indemnuities, ete. 


HEAD OFFICE : 


LOMBARD STREET, LONDON, 


£ 


1.580.339, 753 


42,216,360 
28,526,617 
21,000,000 


130,639,470 


87,313,229 
135,679,000 
276,559,281 


505,468,031 


156,321,193 


3,728,598 
8,682,414 
2,227,512 
8,162,183 
15,279.08 


42,246,369 


B.C.3 
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BARCLAYS BANK LIMITED 


Mr. A. W. Tuke’s Address 


The Bank’s Affairs 


HE Annual General Meeting for the 

vear 1959 of the Stockholders will be 

held at the Head Office of the Bank, 
54, Lombard Street, London, E.C.3, on 
Wednesday, 4th February, 1959. 


Capital Issued: £28,526,617, Reserve Fund: 
£21 O00 000. 


Current Deposit and Other Accounts: 
£1,580,339,733 
(1957—£1,512,567,419). 

Investments: £505,468,031 
(1957—£492,888,530). 


Advances: £456,321,193 
(1957—{£377,684,012). 


Net Profit: £3,345,411 (1957—£ 2,861,407). 


The following is an extract from the 
address of the Chairman, Mr. Anthony 
William ‘luke, circulated to the Stock- 
holders :— 


I wrote to Stockholders in August to tell 
them of our plans for the increase of the 
Bank’s Ordinary Capital, by the issue to 
them of additional shares arising from the 
capitalisation of part of our Reserve Fund, 
and also for the offer to the Staff of a further 
block of their special Stock. The formalities 
of both operations have now been completed, 
and the final ordinary dividend of 6 per cent 
which we are recommending will be payable 
on the new stock as well as on the old. 
During the year events have tended to favour 
our affairs. Both investment income and 


the earnings of our money market assets 
have shown substantial increases which, 
coupled with larger balances at our disposal 
and an easement in the necessity of setting 
aside funds by way of provision, have en- 
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abled us to bring down a very satisfactory 
profit. We have made a transfer from Inner 
to Published Reserves of an amount which, 
together with the transfer from this vear’s 
profits, will leave the Reserve Fund 
£1,000,000 higher than it was a year ago. 


Rebuilding of Head Office 


The rebuilding of our Head Office is now 
proceeding apace. It is being undertaken 
in three phases, the first of which covers in 
the main the site of the former Church and 
Churchyard of All Hallows, Lombard 
Street. Here, a forest of steel has grown up 
in the past few weeks and walls and floors 
are now beginning to appear. ‘The founda- 
tion-stone of the new building will be laid 
on January 15th at a private ceremony, and 
a model of the building as it will appear 
when eventually completed will be available 
for inspection by any interested Stockholder 
on the day of the Annual Meeting. We 
have been subjected to inconvenience in our 
Head Office accommodation for so many 
vears now that the prospect, even if it is 
still remote, of occupying an efficient modern 
office building gives us great encouragement. 

We are also embarking on an important 
building operation in the neighbourhood of 
Northampton, where we propose in future 
to conduct all the clearing operations be- 
tween branch and branch of our own Bank. 
These amount to nearly fifty million 
vouchers in the course of a year and require 
the employment of a staff of about a hun- 
dred. ‘The transfer of routine administra- 
tive work out of London is in furtherance 
of present Government policy, and is 
entirely in keeping with our own long- 
standing traditions of decentralised ad- 











ministration. ‘The arrangements which we 
are making at Northampton are such that 
there would be no difficulty in extending 
them to cover the whole of our share of the 
mter-bank clearing in case the opportunity 
to do so should arise in the future. 


We have opened a number of new 
branches during the year, including one in 
the West End of London under the manage- 
ment of a member of our women staff, Miss 
H. M. Harding. ‘This interesting experi- 
ment has been hailed in some quarters as a 
portent, as indeed in a sense it is, but it may 
also be regarded as a natural and perhaps 
somewhat belated recognition that the hold- 
ing of responsible posts in contact with our 
customers is no longer necessarily an 
exclusively male preserve. 


The Board have recently decided to 
introduce into the Rules of the Bank’s 
Pension Fund a provision whereby a mem- 
ber of the Staff leaving the Bank before 
pensionable age can, subject to a qualifying 
period of service, retain or take with him 
the benefit accumulated in respect of his 
past service. Our Pension Fund 1s non- 
contributory, and was already most favour- 
able to the members both in respect of the 
basis of calculation and of certain valuable 
aptions available when the pension accrues; 
the new provision will bring it into full con- 
formity with the most modern practice. It 
will come into operation as soon as the 
necessary alteration in the Rules has re- 
ceived the formal approval of the Inland 
Revenue. 


[ referred last year to our having come to 
the rescue of the depositors of a small 
savings bank in Birmingham known as The 
Ideal Bank. The result of this action has 
come up to our best expectations. We have 
been able to retain 90 per cent of the money 
deposited with The Ideal Bank, and we 
have, we hope, made a large number of new 
friends in the Birmingham area. 


The New Cheques Act 


The new Cheques Act has now been in 
operation for more than a year, and so far 
as the banks are concerned there has been 
no hitch nor difficulty in its working. It 
has, however, produced an _ unexpected 
secondary effect in that many trading con- 
cerns have taken advantage of it to discon- 
tinue the practice of issuing receipts to their 
customers, in respect of which their legal 
obligation has not in fact been altered in 
any way. ‘The lack of any concerted plans 


or adequate explanation caused great con- 
fusion at first in many instances, but this is 
gradually being overcome, 


and in due 
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course both debtor and creditor will no 
doubt become accustomed to the new sys- 
tem. We await with interest the introduc- 
tion of further legislation removing the 
prohibition of the payment of wages by 
cheque or by direct transfer to banking 
accounts, which will, I hope, now find 
general acceptance provided that it is 
permissive and not compulsory. 


The Board of Directors 


Before closing I must mention that we 
have welcomed to our Board during the 
year Colonel W. H. Whitbread, whose out- 
standing position in the brewing trade 
needs no emphasis from me. 


We congratulate our colleague, Mr. R. H. 
Parker, on his appointment by The Queen 
as Her Majesty’s Lieutenant for the County 
of Cambridge, and also Sir David Evans 
Bevan on the Baronetcy conferred upon 
him in the Birthday Honours. 


Finally, I must refer to a sorrowful event, 
the retirement of Sir Cecil Ellerton from the 
office of Deputy Chairman at the end of the 
year. Sir Cecil has been always at my right 
hand since I became Chairman in 1951 and 
we had previously been colleagues as 
General Managers during the war. | 
know, therefore, what I owe to his loyal 
friendship and wise counsel over many 
years. I know also that he would not like 
me to set it all down in writing, and ; 
though he is at this moment at a safe 
distance, in the Antipodes, I will not incur 
his displeasure by trying to do so.’'T’ 4m 
happy to say that he will remain a member 
of the Board and will continue many, 6f his 
activities in the City, in which he has per- 
formed great service not only,to' the: Bahk, 
but also to the Country. iy he -tbbs 

adel T . wee 

When they were informed oF Sit Cet 
intentions the Board appointed one of our 
Vice-Chairmen, Mr. Jdhni~Thomsoa,| to 
take his place as Deputy:!@hainman,cand 
they have now appointed as:ai!Mioe-Chait 
man Mr. T. M. Bland wihoiilias irecently 
completed a distinguished two-year: pexied 
as President of the :lastitiitesodf Bankerspaps 
office in which he followed -after) twealt) 
years his fathet,,the Jatel MriiFoda Blatt 
We have thus: introduced iinto! the highest 
offices in 4hé Bank! tworofiacyounger geénete 
tion, on mwhase Wisdom and: experienie 
bankers; the; Stockholders, xan > relyr:iwith 
complete,eonfidenees; ii diol erin tts we 

S fox Tsmr vornonmy Ww: (oO 2 53 oil 

Copies of the Dinectors’ Report, contasmn 
the full, text of the Chairman)s  Addtestmay 
be | obtained: from:; Banclays: Bank, Limited 
Reom A139, 54:Lombard Street, London; BGA 
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LLOYDS BANK LIMITED 





Satisfactory Growth in Volume of Business 





Natural Extension of Interests into Hire Purchase Field 





Rt. Hon. Sir Oliver Franks on Free World’s Need for Co-operation, 
Not Exclusiveness 





Bank Limited will be held on Febru- 
ary 13 at the Head Office, 71 Lombard 
Street, London, E.C.3. 

The following is an extract from the circu- 
lated statement by the Chairman, The Rt. 
Hon. Sir Oliver Franks, G.C.M.G., K.C.B., 
C.B.E.: 

The profit for the year 1958, at 
£2,727,535, is £225,144 higher than last 
vear and the dividends paid or proposed 
represent an effective increase from 13 per 
cent. to 15 per cent., allowing for the 
enlargement of the capital by the issue of 
one new share for every two shares held. 

The business of the Bank has shown a 
satisfactory growth over the year, and this 
applies to all categories of our domestic 
affairs; the number of our customers con- 
tinues to increase as the banking habit 
spreads to a wider section of the population. 

Dealing with the principal items in the 
balance sheet, our deposits have increased 
on the year to a record figure of £1,298 
millions. Loans and advances to customers 
are more by £65 millions than they were a 
year ago, while on the other hand invest- 
ments are lower by £23 millions. ‘“‘ Other 
Trade Investments ”’, however, show a sub- 
stantial increase, largely as a reflection of 
our entry into the hire-purchase field. Our 
total investment in hire-purchase finance 
companies is £13,326,500. 

The offers to purchase the Ordinary and 
Preference share capital of Olds Discount 
Company Limited were accepted to the 
extent of 994 per cent. of the Ordinary 
share capital and 973 per cent. of the 
Preference capital. Steps are being taken 
to acquire the outstanding balance in each 
case. ‘I"he purchases were made in con- 
junction with The National Bank of Scot- 
land Limited and The Commercial Bank of 
Scotland Limited, and have since been 


Ti iE Annual General Meeting of Lloyds 


transferred to a new holding company, 
Lloyds and Scottish Finance Limited, to 
which company the Commercial Bank of 
Scotland has similarly transferred its hold- 
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ing of shares in Scottish Midland Guarantee 
Trust Limited. ‘The Commercial Bank of 
Scotland and Lloyds Bank each hold 50 per 
cent. of the capital of this company at a 
cost to us of £10,300,000. 

Our Bank has also. subscribed for 
2,000,000 new Ordinary shares of 5s. Od. 
each in Bowmaker Limited at 29s. 6d. per 
share, costing £2,950,000. 


New Trends in Banking 


The ending of the credit squeeze was 
rapidly followed by a number of interesting 
new departures in the field of banking. 
For our own part, we have so far felt that 
in the freer conditions we can once again 
fully serve the interests of our customers 
and of the general public without the intro- 
duction of special schemes for personal 
loans or for a class of customer entitled to 
less than the general services of the Bank. 
The change in official policy did, however, 
provide an opportunity to put into effect 
our plans for participation in hire-purchase 
finance, the details of which have already 
been mentioned. 

Now that the official restraints have been 
relaxed, it seems natural that our Bank 
should extend its interests into this field, 
which might be described as first cousin to 
banking proper. It seems natural, also, 
that our participation should take the form 
of acquiring the ownership or part-owner- 
ship of established organizations possessing 
the specialized experience required for this 
type of business. ‘The association between 
our Bank and the finance companies in 
question promises to be of mutual advantage 
from the commercial point of view, and we 
feel no doubt that our investment will prove 
worth while. 


Towards Convertibility 


In the course of his review of economic 
affairs, Sir Oliver Franks said: Meeting at 
Bretton Woods in 1944 to thrash out a 
post-war monetary system, 44 nations 











agreed that the interests of the world would 
best be served, after a transition period, by 
a regime of stable and convertible cur- 
rencies, free of exchange restrictions and 
discrimination. 

The recent return to convertibility of the 
leading continental currencies, and _ the 
merging of the official and transferable 
rates for sterling, clearly brings us a long 
step nearer to such a system than anything 
we have seen hitherto. It opens a fresh 
chapter in world currency relations, a new 
phase in which the dollar will be only one 
among many convertible currencies and in 
which, therefore, special discrimination 
against dollar goods will cease to have any 
point. It does not appear that the recent 
move commits us to any new policies or 
imposes any major restraint on our freedom 
of action over and above that which is 
always implicit in the need to have regard, 
in our own interests, to the soundness of 
the currency. Nevertheless, the move could 
be made only at a time of high external 
confidence in sterling, a- factor closely 
bound up with the level of the reserves. 
There are good reasons for hoping that the 
recent improvement in sterling will prove 
more lasting than that which took place, for 
example, in 1954. 

The most disappointing feature of our 
situation has been the failure of production 
to expand. During the first decade after the 
war the world passed through a major boom. 
In the last two or three years the pace of 
activity has slackened, not only in this 
country but in North America and most 
other industrial countries. In our own case, 
after two years or more of stability at a high 
level, production fell away perceptibly after 
the spring, though in recent weeks there 
have been signs of improvement. In the 
United States, on the other hand, after a 
very sharp decline in activity during 1957, 
a pronounced upswing had already set in 
before the middle of 1958, with the result 
that nearly the whole of the lost ground had 
already been regained by the end of the 
year. Whether, and if so at what rate, that 
recovery will be maintained is one of the 
outstanding questions in the world economic 
outlook. 


The European Economic Community 


On the long view, the most significant 
developments of the past year have been 
the entry into force of the Rome Treaty 
creating the so-called European Economic 
Community, and the attempt to bring into 
being, as an adjunct to the common market 
of the six countries of that Community, a 
free trade area that would include the 
United Kingdom and other members of 
the O.E.E.C. 


It remains to be seen what direction the 
European Economic Community will take 
as it develops. Its effects upon the outside 
world will depend very much upon how 
far it creates an expansion of trade by the 
lowering of barriers, how far it. merely 
diverts existing trade into new channels, 
It could become either a great area of 
complete free trade internally, trading 
liberally with the outside world; or it 
could become a discriminatory bloc. 

Apprehensions on the score of possible 
discrimination reinforce those which are 
felt in under-developed countries about the 
limitation of the outlets for their products 
by agrarian protectionism in Europe and in 
the industrial countries generally. 

The whole question of the trading rela- 
tions between industrialized and less de- 
veloped countries has been rendered a 
matter of lively international concern by 
the decline in commodity prices. The 
difficulties of developing countries are re- 
peatedly stressed in the report of the 
Montreal Conference, where it was agreed 
that we must do all we can, “‘ even to the 
extent of some sacrifice ’’, to assist in their 
solution, knowing that in the end _ this 
would be of material benefit to us ll. 
What the under-developed countries can 
reasonably demand is that their products 
should not be unfairly denied access to the 
markets of the industrial countries. Nobody 
supposes that agrarian protectionism is 
going to disappear overnight, in the Com- 
monwealth or anywhere else; but the Com- 
monwealth is at any rate committed in 
general terms to its reduction. 

Sir Oliver concluded his review: Co- 
operation, not exclusiveness: that, surely, 
must be the guiding principle throughout 
the free world. The arrangements between 
the six countries of the Common Market, 
the discussions in Montreal, are each in 
their own way recognitions of the growing 
interdependence between nations; yet 
neither of these groupings is sufficiently 
embracing by itself to provide a satisfactory 
answer to the problems they set out to 
solve. Our interest is that a solution should 
be found of the difficulties in the relations 
of the Common Market and of the develop- 
ing countries with the rest of the free 
world which gives an extension of liberal 
trading policies over the widest possible 
area. But if we and others are to play our 
parts in finding a solution, it must be 
recognized that there is no constructive 
element in recrimination. It must be recog- 
nized that, given goodwill, a solution 18 
completely possible. And it is easy to 
foresee the verdict of future generations if 
we and others allow ourselves to get stalled 
in fruitless ‘‘ whodunit ”’ politics. 
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WESTMINSTER BANK LIMITED 








Larger Profit and Dividends 





Lord Aldenham’s Review 


HE Annual General Meeting of West- 
minster Bank Limited will be held in 
London, on February 11. 

The following are extracts from the State- 
ment by the Chairman, the Rt. Hon. 
Lord Aldenham, circulated with the report 
and accounts for the year 1958: 

Our profit for the year of £2,069,747 
was some £217,000 higher than in 1957 
and the satisfactory trading experienced in 
1958 has enabled us to pay a final dividend 
of 1s. 6d. per share on the “‘ B”’ shares, 
making for the year 2s. 6d. per shar2 com- 
pared with 2s. 3d. per share in 1957. 


Restoration of Freedom 


The factors affecting our trading figures 
this year have been numerous, the most 
significant being the persistent downward 
trend in the Bank rate and the restoration, 
after many years’ absence, of the freedom 
we enjoy in the conduct of our business. 

Our Current, Deposit and Other Ac- 
counts have increased by over £36 million 
to a new peak figure of £917 million, but 
much of our increase in this item is in the 
form of Deposit Account balances upon 
which we are paying interest. Incidentally, 
[ am pleased to record a very large increase 
in the numbers of the new accounts opened 
during the year—indeed, the largest in- 
crease on record. 

Advances have increased substantially, by 
£53 million, a pleasing indication of the 
needs of our customers and our present 
ability to satisfy them wherever we can 
properly do so. ‘The rate of earnings on 
our Loans and Overdrafts has fluctuated 
with the various changes in Bank rate, the 
average being rather lower than in 1957. 

We have switched in some measure into 
British Government Securities and it is 
eminently satisfactory to report that the 
deficiency in terms of market value has 
now disappeared from our Balance Sheet: 
once again we have not used reserves to 
write down our holdings. 


Participation in Hire-Purchase 


Our Trade Investments reflect the pur- 
chase of a 20 per cent interest in the Mer- 
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cantile Credit Company Limited, which 
we undertook after careful consideration of 
the desirability of obtaining a participation 
in the field of hire-purchase finance, about 
which we are wholly satisfied: we are 
hopeful that our total investment in this 
company of some £2 million, of which we 
have paid one-quarter to date, will be of 
benefit to our profits in the years abead. 

While we have had a full share in de- 
velopments in domestic banking generally 
in 1958, we have not thought it necessary 
to advertise a special cheap restricted Cur- 
rent Account. As a Bank which has tradi- 
tionally served the private customer, we 
have always given careful consideration to 
his particular needs and I am confident 
that we remain as fully competitive in this 
service as we have always been. 

1958 has been another year of gratifying 
growth in our overseas business. 

We are grateful to the whole staff of the 
Parent Bank for their efficient and loyal 
services. Our thanks also go out to the 
staffs of the Ulster Bank—which had an 
excellent year’s trading and of Westminster 
Foreign Bank, which in a not very easy 
year has also done well. 


Confidence in Currency 


In September, 1957, confidence in the 
international value of the pound sterling 
was not very strong abroad, and severe 
steps were taken to remedy the situation; 
but it was not until well into 1958 that 
there was any certainty that the desired 
results of checking inflation and restoring 
confidence in our currency had _ been 
achieved. 

It is probable that the obvious deter- 
mination of the Government to maintain 
the value of the pound even at the cost of 
some slight loss of production was an 
important factor in this success; but there 
were, of course, other factors such as the 
encouraging stability of the value of our 
exports and the continued fall in the prices 
of our imports. 

The recession in the United States 
caused industrial production there to fall 
steeply from September, 1957, until April, 

















1958; but since then well over half of that 
fall has been recovered. Europe has also 
experienced a minor recession. ‘The worst 
feature of the setback in world industrial 
production was that it caused a fall in 
commodity prices with a consequent loss 
of income to the primary producing 
countries. Loans have been made during 
1958 by the World Bank and the Inter- 
national Monetary Fund to Overseas Ster- 
ling Area countries; the effect on primary 
producing members of the Sterling Area of 
the reduced demand for their exports was 
also eased by the way in which they drew 
on their sterling balances; large drawings 
by Sterling Area countries were more or 
less equalled by the inflow of foreign money. 
Our very healthy balance of payments— 
£334 million in the first six months of 
1958—has been used principally co increase 
the gold and dollar reserves, and to make 
long-term investment in the rest of the 
Sterling Area and in Canada. 


During 1958 the reserves in fact increased 
by £284 million to £1,096 million at the 
end of the year. ‘They are, however, still 
too slender for comfort, especially in view 
of the known claims on them in the coming 
months. At New Delhi the decision was 
taken, largely at the instigation of this 
country, to strengthen the resources of the 
I.M.F.; this strengthening of the I.M.F. 
will add to the stability of the pound. 


Convertibility of Sterling 

In December it proved possible to an- 
nounce legal convertibility of sterling held 
by residents abroad: a step which ts already 
helping to increase the income from our 
foreign business, and which is welcome, 
too, in that it implies that the Government 
do not intend to permit expansion to lead 
to renewed inflation. 


The price of the restraint necessary to 
achieve these successes has been a slight 
fall in industrial production during the 
year, and some increase in unemployment 
and lessening of overtime earnings. It was, 
however, natural and proper that, as soon 
as stability had been attained, steps should 
be taken towards renewed expansion. At 
the end of July the credit squeeze was 
officially ended and freedom of competition 
between the banks was thereby restored. 
Advances from the Clearing Banks have 
moved up sharply since July, though not 
more than was to be expected after the long 
period of repression: in this connection the 
introduction of personal loans for current 
expenditure has had its effect. 


Some of our senior officials, in visits to 
the United States over the last few years, 
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studied the results of the personal loans 
schemes operated by American banks, and 
their reports convinced us that the business 
would be useful to the community and 
profitable to ourselves, and should be intro- 
duced as soon as Government policy per- 
mitted. It must be remembered, however, 
that before the credit squeeze we regularly 
made loans on the security of personal 
character and the prospects of the business. 


Special Deposits 


When ending the credit squeeze the 
authorities decided, pending the report of 
the Radcliffe Committee, to take power to 
call for Special Deposits if necessary to 
control bank lending. I regret this deci- 
sion, and trust that the power may never 
be used. I would have thought a better 
method would be for the Government itself 
to refrain from creating an excessive volume 
of credit. 


So far the result of steps towards re- 
expansion has been most apparent in the 
sale of consumer goods, but reports from 
our Branches still give little sign that 
private industry is resuming investment in 
plant and buildings on the scale necessary 
to increase the future prosperity of our 
industries. 


The Outlook 

The prospects for 1959 have to be viewed 
with caution. ‘There is considerable danger 
in the possibility of a Western European 
split over the Common Market and the 
Free ‘Trade Area. Recent reports from the 
shipbuilding, textile and coal mining in- 
dustries do not indicate much early im- 
provement; and the heavy fall in the volume 
of imports of the raw materials of our 
main industries during 1958 does not give 
cause to expect a rapid up-turn in produc- 
tion. A possible immediate stimulant to 
several industries would be to declare that 
there will be no important alteration in 
purchase tax this year; there is always a 
considerable reluctance to buy during the 
months before the Budget if a change 
downwards in purchase tax is generally 
expected. But the Budget date is generally 
in April—a long time to wait if unemploy- 
ment trends continue upwards. 


Since profits have been harder to earn 
the revenue may be less buoyant than of 
late, and there are many clamorous calls on 
the Public Purse; but this should not deter 
the Chancellor from fulfilling the faint 
hopes he has given of a reduction in taxa- 
tion, which, as the Cohen Committee 
suggests, would be an important stimulant 
to production. 
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Commentary by the Chebientne Sir A. Harold Bibby, D.S.O., D.L. 


—_—_ 


Increased Dividend and Capitalisation 


An Adventurous Year for English Banking 


HE one hundred and twenty-eighth 

Annual General Meeting of members 

of Martins Bank Limited will be held 
at Head Office, Liverpool, on February 11th. 
In his statement circulated to members the 
Chairman, Sir A. Harold Bibby, D.S.O., 
D.L., writes :— 

In presenting the accounts for the year 
1958 in a new form, it is hoped to give 
shareholders a clearer picture of the progress 
and position of the Bank. 

The graphs which we have included are 
intended to give our shareholders an 
indication of our progress. 

Your Board feel that the time has arrived 
to increase the capital of the Bank and to 
raise the dividend. 

Resolutions will be submitted to share- 
holders on the day of the Annual General 
Meeting on February 11th authorising the 
issue of one new share for every four held 
on January 24th, 1959, which will involve 
the creation of 5,276,426 new shares and 
will increase the Issued Capital from 
{5,276,425 10s. to £6,595,532 by capitalis- 
ing {1,319,106 10s. of the published reserve. 
A transfer from the Bank’s contingency 
fund will then be made to restore the 
published reserve to £5,500,000. 

_ Your Directors recommend an increase 
in the current dividend from 15% to 20% 
on the present Issued Capital for the year 
1958 by paying a final dividend of 123% % 
instead of 74%. In doing so it is the inten- 


tion of your Board, unless unforeseen cir- 
cumstances occur, to equalize the interim 
and final dividends at 8% each, making 16% 
per annum on the increased capital which 
will be equivalent to 20% per annum on the 
Present Issued Capital. 


xlix 


Your Board have reviewed the Bank’s 
earnings and growth of reserves since the 
end of the war and, while internal reserves 
continually require to be augmented, your 
Board consider that a larger proportion of 
our profits can be disclosed and distributed. 
This does not mean that substantially 
higher profits have been earned in 1958 
than in recent years but rather that some 
easement in the necessity of allocations to 
reserves can now be countenanced with 
safety. 

In your Board’s opinion such an increase 
in dividend is warranted and is well de- 
served by the members who have waited 
patiently and have not hitherto shared in 
any marked degree in the general increase 
in rewards during recent years such as have 
been made to our hard-working and 
excellent staff. 

The net profit for the year ended Decem- 
ber 31st, 1958 (inclusive of a dividend of 5% 
actual from Lewis’s Bank amounting to 
£28,750 net), is £1,050,805 which compares 
with £901,402 in 1957. The past year has 
been a period of steadily falling money rates 
with no less than five changes in Bank Rate 
from the peak of 7% at the beginning of the 
year down to 4% at the end of December. 
Despite this, conditions have been generally 
favourable to our operations; our deposits 
have expanded; our advances show a satis- 
factory rise but general expenses have also 
shown a substantial increase and have largely 
offset the increased earnings. 

Total advances inclusive of those made 
under the new Personal Loans Scheme now 
stand at [107,498,777 compared with 
£19,487,280 a year ago and may well con- 
tinue to rise and for this reason, as in pre- 














vious years, it is still considered prudent to 
maintain a high liquidity ratio which we 
consider important in the overall direction 
of our affairs. 

Our total liquid resources as at De- 
cember 31st were {123,208,616 (1957— 
£137,319,136) and the ratio of these re- 
sources to our deposits is 36.15 °%% compared 
with 41.01%; the drop in the percentage 
ratio reflects the recent increases in lending. 

With the lifting of the credit squeeze the 
return to the full exercise of lending, one of 
the bankers’ traditional functions, is wel- 
comed and the effect should be beneficial to 
our future earnings. 

The total of our Quoted Investments has 
varied very little during the year; they con- 
tinue to be valued at or under market prices. 
Over 99% of the total are British Govern- 
ment securities redeemable at fixed dates, 
the majority maturing within six years. 

The increase of £1,500,000 in our Invest- 
ments in Subsidiary Companies and of 
£495,336 in Trade Investments is due to the 
interests we have acquired in Lewis’s Bank 
Limited and in the Mercantile Credit 
Company Limited respectively. 

Current, deposit and other accounts stand 
at £339,265,701 (1957—{£333,948,312) and 
total assets at £373,781,066 (1957— 
£366,289,158); both these items constitute 
records. 


The Directorate 


I, with my two Deputy Chairmen, have 
felt for a considerable time that it would be 
to the advantage of the Bank to have an 
additional Deputy Chairman and I am glad 
to report that in December Sir John N. 
Nicholson, Bart., C.I.E., agreed to accept 
this added responsibility and was elected a 
Deputy Chairman; I am sure his appoint- 
ment will add strength to the Bank. 

Earlier in the year we welcomed Mr. 
Philip E. Bates, who is closely identified 
with Shipping and Merchant banking, to 
our deliberations on the General Board 
and the Hon. M. A. R. Cayzer joined the 
London board in the place of Sir W. 
Nicholas Cayzer, Bart., who felt it necessary 
to relinquish his seat owing to pressure of 
other business. We are also pleased to have 
the assistance of Viscount Walberton on our 
Manchester board. In April last we lost 
through death the valued services of Mr. 
P. H. Muirhead, C.B.E., who had been a 
member of the North Eastern board for a 
number of years. 

During the year Mr. C. Whiteley was 
appointed Assistant General Manager of the 
Bank and is stationed in London, and, 
following the retirement of Mr. G. C. 
Dresser after 44 years’ distinguished service, 





Mr. L. J. Walton became North Eastern 
District General Manager. 


New Interests 


It has been an adventurous year for 
English banking and, as will be seen from 
the foregoing figures, we have taken full 
advantage of the developments made pos- 
sible by the easing of the restrictions im- 
posed during the period of the credit 
squeeze. 

For some years it has been felt generally 
that there were useful services which the 
banks could render to those who were not 
already fully using the banking system. No 
major developments in this direction could 
be made while the credit squeeze was in 
operation but it was clear that with the 
country’s improving economy these restric- 
tions could and would be lifted. 

Early negotiations were, therefore, started 
in anticipation to acquire a substantial par- 
ticipation in the hire purchase business. 
This culminated in an equal joint venture 
with the Westminster Bank to subscribe for 
new shares in the Mercantile Credit Com- 
pany Limited which will ultimately result in 
each bank holding 20 % of the paid up capital 
of this company which is one of the leading 
and most experienced in this specialised 
business. . 

Altogether it is a most happy outcome and 
the final developments may well be far 
reaching. 

In July 1958 Martins also acquired the 
full share capital of Lewis’s Bank Limited 
which has nine branches in the department 
stores, including Selfridges, of the Lewis's 
Investment Group. 

This has brought us over 130,000 addi- 
tional new customers, most of whom had no 
other banking association and it is hoped and 
anticipated that this banking adventure will 
develop further. 

In addition, the Personal Loans Scheme 
has been introduced which it is felt will pro- 
vide a welcome facility for those who require 
this particular type of advance. It is as yet 
early days to assess to what extent this 
service will be used but it has made and 
continues to make steady progress. 

All these schemes which have only been 
possible with the easing of the credit restric- 
tions are a serious attempt to reach those 
who so far had not availed themselves of the 
normal banking services. 


** Drive In ” Bank 


Since the last report twelve new branches 
have been opened which with the nine 
Lewis’s Bank branches raises the combined 
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total of our branches to six hundred and 
thirty-three. 

From the above it will be seen that 
Martins is pursuing a vigorous programme, 
all under our decentralised system, which 
ensures prompt and personal attention to 
our customers’ problems and a local under- 
standing of their requirements. 

A new branch will be opened shortly 
which will incorporate “‘ drive in ”’ banking 
facilities as a contribution towards easement 
of transport problems for our customers. 

So much for our domestic endeavours 
made possible by our country’s improved 
financial position and the belief that our 
national and international trade, on a long- 
term outlook, will continue to expand as 
world requirements continue to grow. 


Confidence in the Future 


The courageous steps taken by our 
Government in 1957 arrested the downward 
trend in our national fortunes and today 








with our foreign trade in better balance and 
with the added degree of convertibility of 
sterling and the co-operation of other 
European countries in freeing currency 
restrictions the signs are all hopeful. 

This easement in monetary relations 
should materially assist in the negotiations 
for the Free Trade Area which still remains 
the best hope for the expansion of European 
trade including our own. 

If the new moves bring about a sustained 
sense of confidence, trade prospects would 
certainly look brighter than for many 
years past. 

Provided a check can be held on inflation 
we can face the future with some optimism. 
There is always the danger that the recover- 
ing convalescent may overtax his strength 
and extreme care will have to be taken to 
ensure that no relapse occurs by indulging 
in some of the practices which brought about 
the original malady. 

A constant reminder that this nation or 
any other cannot have, nor is it entitled to 
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MARTINS BANK 


LIMITED 
STATEMENT OF ACCOUNTS 3lst December 1958 
LIABILITIES £ 

ee ee ee oe ee 5,276,425 
Reserve Fund 5,500,000 
Current, deposit and other accounts. 

(including Profit and Loss Account) ; . 340,719,214 
Acceptances and engagements on account of customers 22,285,427 


ASSETS 
Cash in hand and at Bank of England nian ; 
Balances with, and cheques in course of collection on, 


British Government ane Bills . 


Advances to customers and other accounts eee 


Liability of customers for acceptances and engagements 


LONDON DISTRICT OFFICE: 68 LOMBARD STREET - EC3 
HEAD OFFICE: 


WATER STREET « LIVERPOOL 2 


£373,781 ,066 
£ 
28,013,077 


24,079,288 
29,312,500 
433,115 
61,985,000 
3,898,039 
--- 89,012,882 
_ 107, 498,777 
1,600,000 
1,137,064 
4,525,897 
22.285,427 
£373,781,066 











have, more than it earns is ever necessary. 
An exuberance of spending could easily lead 
the country into even graver financial 
difficulties than those from which we are 
just recovering. Capital can only be in- 
creased from genuine savings, whether 
Governmental, industrial or individual, but 
capital investment can also be made by 
borrowing and it is this aspect which has to 
be so carefully watched. 

The Government have now decided to 
alter their methods of controlling bank 
lending should this again be necessary. 

For a number of years the banks have 
received “‘ directives ’’ which they faithfully 
followed in the spirit as well as in the letter. 
This system worked but it was agreed that 
that method should not continue in- 
definitely. In future, when necessary, in 
times of monetary difficulties the Bank of 
England can call upon the Clearing Banks 
and certain others to make special deposits 
at the Bank of England which would reduce 
their liquid assets immediately available and 
thus restrict the ability of the banks to make 
new loans for the time being. 

The Radcliffe Committee, the result of 
whose deliberations we await with the 
greatest possible interest, may have other 
ideas to suggest. 


Prosperity Through Mutual 
Understanding 


‘The year under review, like many of its 
predecessors, has been marred by strikes, 
but this year more than previously the 
disputes have been unofficial strikes or 
inter-union quarrels largely over demarca- 
tion of work claimed by different unions. 

With new techniques forced on industry, 
if it is to keep up to date and competitive, 
changes are inevitable but the problems 
involved are surely not insolvable without 
bringing an industry to a standstill, which 
achieves nothing. 

Both sides of industry have not yet ac- 
quired the belief that the welfare of both 
employers and employed is wrapped up in 
the prosperity of their industry. Generally, 
in industry unless adequate profits are made 
there is no money available for new tools 
or even modernising old ones and, ul- 
timately, the ability to pay salaries and wages 
will be endangered. In some quarters 
dividends are often considered almost 
shameful, but unless these are on a level to 
attract new capital industry will be prevented 
from expansion, building new factories and 
so forth. 

The British workman is inherently sound 
and logical in his thinking if the position is 


put squarely before him, provided that by 
good relations and close contact with the 
management he can be satisfied that no one 
is trying to trap him with fair words. 

This mutual confidence cannot be built 
up overnight. It can only come from trust 
engendered by experience over a consider- 
able time. 

The lack of this may be due to the speed 
at which we live when no one has sufficient 
time to bother enough with the outlook of 
the other fellow, all being too preoccupied 
with their own point of view. 

It is surely worthwhile for both employers 
and employed to make a concerted effort to 
be in very much closer contact so that an 
atmosphere can be built up in which mutual 
trust and understanding can prosper. 

The employees’ leaders would find their 
work very much easier in this atmosphere in 
their dealings with the employers and their 
position infinitely stronger with their own 
members. 

So much of our industrial trouble has 
arisen by the rank and file refusing to carry 
out contracts made by their accredited 
representatives, resulting in unofficial bodies 
being set up and the authority of their 
official leaders being flouted by self-ap- 
pointed men calling out their fellows in 
unofficial strikes. 

Every industry and each business would 
have to work out its own particular methods 
and form of approach, but without doubt 
the time spent where this was done seriously 
and successfully would bring happiness and 
prosperity where otherwise there might well 
be mistrust and strife. 

In the banking sphere the employees 
themselves through their own _ elected 
representatives of their staff associations 
have a ready access, freely availed of, for 
consultation on conditions of employment, 


Overseas Tour 


During the autumn, in company with Mr. 
Conacher, our Chief General Manager, and 
Mr. Wetherell, our Liverpool Overseas 
Manager, I completed an extensive tour of 
our business connections in the United 
States of America, Canada and Mexico. 

I am happy to think that we _ have 
cemented many old friendships and estab- 
lished many new connections, all of which 
should add to the mutual benefit of our 
friends and ourselves. 

May I close my remarks by recording my 
thanks to my colleagues on our various 
Boards, to our management and staff from 
Mr. Conacher to the last joined recruit 
for their loyal and enthusiastic work during 
the last year. 
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NATIONAL PROVINCIAL 
BANK LIMITED 








Mr. D. J. Robarts on Meeting Private Borrowers’ Needs 





Entry into Hire-Purchase Finance a Development of Major Importance 





HE 126th annual general meeting of 
T National Provincial Bank Limited will 

be held on February 19 at the Head 
Office, 15 Bishopsgate, London, E.C.2. 

The following is an extract from the 
statement by the Chairman (David John 
Robarts, Esq.), which has been circulated 
with the report and accounts for the year 
ended December 31, 1958:— 

It will be seen from the Balance Sheet 
and Accounts that the liabilities of the 
Bank to its Current, Deposit and other 
Account holders at £862,495,561 exceed 
last year’s figures by £31,789,692. 

The total of our liquid assets—Cash, 
Money Lent at Call and Short Notice, 
and Bills—represent 36.0 per cent. of our 
deposit liabilities. This compares with 
39.6 per cent. twelve months ago. 

Investments in securities of, or guaran- 
teed by, the British Government continue 
to be shown at a figure which is below their 
market value. ‘The Balance Sheet value of 
{215,726,394 gives a ratio of 25.0 per cent. 
to Deposits as against 25.9 per cent. last 
vear. We hold no undated government 
securities and the majority of our holdings 
mature within ten years. 

Our Advances stand at £284,411,586, 
which represents 33.0 per cent. of our 
Deposits. The corresponding figures at 
December 31, 1957, were £240,093,573 
and 28.9 per cent. 





Profit and Loss Account 


The Account shows a net profit for 
the year of £2,236,426 compared with 
{2,061,966 for 1957. 

Together with the amount brought in 
of £628 729 there is a balance for disposal 
of £2,865,155. An interim dividend of 
9 per cent. has been paid, taking £544,056, 
leaving available £2,321,099. 

It is now proposed to deal with this 
balance as follows :— 

To puy a final dividend of 


11 Der cent. ; £664,957 
To appropriate to Contin- 
gencies Account £1,000,000 


This will leave to be carried 
forward .. 


£656,142 


liii 


The proposed final dividend of 11 per 
cent. makes, with the interim dividend of 
9 per cent. paid in July last, a total dividend 
of 20 per cent. in respect of the year 1958. 


North Central Wagon & Finance 
Company Limited 

In July last the Chancellor felt able to 
relax the credit squeeze and to modify or 
abolish many of the financial restrictions 
then existing. This made possible the entry 
of the National Provincial Bank into the 
hire-purchase finance business—a develop- 
ment of major importance in the history of 
the Bank. A review of the considerations 
which led to this decision is, therefore, 
desirable. 

The business of hire purchase, in one 
form or another, is of long standing in this 
country and has grown steadily over the 
years. It has extended from capital goods 
into many kinds of consumer goods, and, 
providing it is kept within bounds and does 
not encourage inflationary trends, it has its 
appropriate part to play in modern life. 
There seems no doubt that the financing of 
hire purchase will continue to expand and 
will form an increasingly important part of 
the credit system of this country, provided 
that the companies engaged in it continue 
to be managed with prudence. A bank such 
as ours can make a useful contribution to a 
hire-purchase finance company, both by 
way of financial support and by the intro- 
duction of customers of the bank who 
require hire-purchase facilities. 

We decided that, hire-purchase finance 
and banking being in many ways different, 
they should be kept separate from each 
other and therefore that a hire-purchase 
finance company operating as a subsidiary 
of the Bank but under its own established 
and proved management was the best 
arrangement. We were fortunate indeed in 
being able to acquire by purchase for cash 
the ordinary share capital of the North 
Central Wagon & Finance Company 
Limited. The National Provincial Bank 
has been the sole banker to North Central 
since the formation of the latter company 
nearly 100 years ago. Based upon our long 

















connection, we have the highest opinion 
of the management of North Central and 
we intend to leave that management un- 
disturbed. 

We look forward to working in the 
closest co-operation with North Central and 
to the steady progress of our investment in 
that company. 


Personal Loans 


With the ending of the credit squeeze 
last July, the matter of ‘“‘ Personal Loans ”’ 
came into prominence. Such loans, being 
in the private sector of the banks’ lendings, 
had been severely pruned at the years when 
the credit squeeze was in operation. When 
it became possible to adopt a more liberal 
lending policy, the banks were naturally 
anxious once again to meet the legitimate 
needs of their private customers, and much 
consideration was given as to how this 
could best be done. Your Directors decided 
that the existing system of the National 
Provincial Bank, which could now be used 
with greater freedom, would best meet the 
needs of the new situation. Every Branch 
Manager in the Bank has a discretionary 
power which enables him to make loans to 
his customers on his own judzment and 
within this discretion. In general, the level 
of this discretionary power will enable him 
to meet the normal requirements of most 
of his private customers—above that level, 
reference to Head Office is necessary and 
arrangements are such that a prompt reply 
is forthcoming. Since last July it has been 
possible for this system to function in the 
manner for which it was designed and our 
Managers have been, and are, able once 
again to grant loans on proper banking 
lines and at normal banking rates of interest 
to their private customers. 


Changed Tempo of Business 
Activity 

The past year has seen a definite change 
in the tempo of business activity in this 
country. The long-sustained boom of the 
post-war years first levelled off and then was 
succeeded by a small but significant decline 
in industrial production. The change was 
worldwide. It may have been touched off 
by the dearer money policies pursued in 
some measure by the United States authori- 
ties and more markedly in the United 
Kingdom, but the basic cause seems to 
have been a general over-expansion of pro- 
ductive capacity stimulated by recent years 
of shortage and optimism. Whether we 
lock at shipping, steel, aeroplane manufac- 
ture and many branches of engineering, or 
at base metals like copper, lead and alu- 
minium, production and productive capacity 








have expanded during the past ten years on 
a scale which exceeds even the very rapid 
increase in demand. Moreover, techno- 
logical changes—e.g. in regard to power 
stations—have in some cases caused demand 
to fall away just after productive capacity 
had been encouraged to expand. The 
policies of governments in building up or 
disposing of stockpiles and the emergence 
of Russia as an exporter of raw materials 
have also had their effect. The result was 
a general fall in most commodity prices 
which encouraged manufacturers to live on 
stocks and traders to liquidate rather than 
to increase inventories. In fact, the recession 
has the typical marks of a downward move- 
ment in the trade cycle. 

After commenting on the energetic action 
taken by the Government to meet the 
situation, Mr. Robarts said: 

One of the most satisfactory features of 
the past year has been the way in which 
our exports have been maintained and even 
increased—particularly, despite the reces- 
sion, to America. With the fall in prices of 
raw material imports, this has enabled us 
to attain a favourable balance of pay- 
ments running to upwards of £300 million. 
It is not to be expected that such an 
achievement can be repeated in 1959. We 
shall certainly need to do all we can to 
maintain and if possible improve our com- 
petitive position if, with our many external 
commitments, we are to keep our economy 
on an even balance. 

The sterling exchange has had a very 
good year. The Government were able to 
make a number of substantial relaxations in 
the exchange control system culminating in 
the restoration of convertibility to non- 
resident holders of sterling. Free converti- 
bility is the best test, and the only safeguard, 
of the value of a currency and every advan- 
tage should be taken of the present pro- 
pitious conditions to press forward towards 
full convertibility and the abolition of all 
exchange controls. 


Conclusion 

To sum up: 1958 may fairly be regarded 
as the year in which world confidence in 
the United Kingdom was restored. Sterling 
recovered from a position of weakness to 
one of strength. Given a reasonable level 
of world trade, there js no reason why 1959 
should not see further substantial progress. 
When we look back upon the enormous 
achievements of the post-war years, built 
as they were upon small financial founda- 
tions, we can surely look forward to great 
developments for this country in the years 
ahead, provided always that the Govern- 
ment maintain a sound financial policy. 
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WILLIAMS DEACON’S BANK 


LIMITED 





Stability Essential for Sound Economic Progress 





Sir Eric A. Carpenter’s Statement 





HE Annual General Meeting of 
Williams Deacon’s Bank Limited will 
be held on February 12 in Manchester. 

The following is an extract from the 
statement by the Chairman, Sir Eric A. 
Carpenter, O.B.E., on the Report and 
Accounts for the year ended December 
31, 1958: 

Referring to the Actual Accounts, you 
will see that Deposits stand at £138,858,226, 
an increase of £2,917,200. 

On the Assets side, the liquid items, 
namely, Cash, Money at Call and Bills Dis- 
counted, amount in total to £43,080,668, 
or 31 per cent. of our Deposits. 

British Government Securities, which we 
have continued to value at market price or 
less, stand at £37,220,991. ‘The prices of 
gilt-edged securities have, generally speak- 
ing, risen slowly through the year with the 
fall in the level of interest rates. 

Advances at £49,862,717 show an in- 
crease of £3,952,462 as compared with 
December, 1957. ‘This, as you would ex- 
pect, is the result of the ending of the credit 
squeeze which has enabled us to meet many 
of the requests of our customers which had 
previously, of necessity, been refused or 
curtailed to comply with official policy, and 
we are glad to be in a position to revert to 
ordinary banking practice in these matters. 


Higher Profit 


In the uncertain conditions prevailing in 
recent years our policy of strengthening the 
internal reserves of the Bank has been a 
major factor in determining the proportion 
of net profit available for credit to the Profit 
and Loss Account. I am glad to say that the 
Directors now feel that the time has come 
when a moderate relaxation in the policy can 
be prudently adopted. Our Net Profit, 
after making the usual provisions, which in- 
clude contributions to Staff Pensions and 
Widows and Orphans Funds, and appro- 
priations to Contingencies Account, is 
£474,334 an increase of £84,358 on the year. 

With the balance brought forward of 
4,285,830, a total of £760,164 remains to be 
dealt with. After transferring £150,000 to 
Pension Funds (additional to the usual con- 





tributions to these Funds) and £225,000 to 
Reserve Fund, and after having paid in July 
an interim dividend of 8 per cent. on the 
then Paid Up Capital, we propose to pay a 
dividend of 10 per cent. on the Capital as 
increased during the year, and to carry 
forward £136,764. I feel sure you will agree 
that these results are very satisfactory. 


Interest in British Wagon Co. 


As already announced in the Press, we 
have, in conjunction with The Royal Bank 
of Scotland and Glyn, Mills & Co., acquired 
an interest of approximately 40 per cent. in 
the capital of ‘The British Wagon Co. Ltd. 
This extension of our interests from ortho- 
dox banking into the realms of hire purchase 
is one to which a great deal of thought had 
been given over a considerable period, and 
it was extremely gratifying that, when the 
opportunity arose, we were able to reach 
agreement with The British Wagon Com- 
pany as the Bank has been very closely con- 
nected with that Company since they com- 
menced business in 1869. I am sure that 
the arrangement will work out to our 
mutual benefit. 


Home Economic Affairs 


In our domestic economic affairs a year 
ago the bogy was still inflation and stern 
measures had been taken to deal with it. 
Whether those measures of crisis interest 
rates and other restrictions affecting bankers 
particularly could be effective was still a 
matter for conjecture. In the event they 
have been abundantly justified. It has since 
been possible not only to bring interest 
rates down to more modest figures but also 
to grant full convertibility of sterling for 
current transactions to all non-residents—a 
course which would have been unthinkable 
only a short time ago. Indeed, the need is 
now seen to be the active encouragement of 
expansion in the economy at home rather 
than the reverse. 

For a period after the war we tried to 
manage with physical controls alone and 
found that course unsatisfactory. We have 
now had some seven years of operating 








largely through monetary policy and though 
this worked unevenly at first it can now be 
seen that if it is used resolutely and changes 
are made rapidly it can give us, when ac- 
companied by other and complementary 
measures, that degree of stability which I 
am convinced is the first need of the 
economy if real and substantial economic 
progress is to be made. 

I do not think that monetary policy alone 
can ever achieve all that is required. It is 
necessary for the Government to take other 
measures to supplement control of the credit 
machine and this the present Government 
has had the courage to do. With action on 
somewhat similar lines in the United States 
the stage does seem fairly well set for avoid- 
ing serious slumps in the future provided 
suitable steps are taken rapidly enough. 

We have had excellent figures in our trans- 
actions with the rest of the world. We 
achieved a surplus of no less than £334 
millions in our balance of payments in the 
first half-year and continued to show satis- 
factory surpluses in the monthly gold and 
dollar returns, so that by the end of the year 
these had risen by £284 millions or 35 per 
cent.—a truly remarkable achievement. We 
must not, however, delude ourselves into 
thinking that this can go on or that it would 
be desirable that it should. During the year 


Il see my Lawyer! f 


How right he is! He would not go to a black- 
smith to have a tooth pulled or toa mechanic 
for asurgical operation. Neither, if he is wise, 
to the do-it-yourself expert to draft his will. 
But when he comes to discuss with you the 


we have been in the happy position of re- 
ceiving payment for our exports at high 
prices whilst we have been able to obtain our 
imports at reduced prices, but this is to the 
detriment of the raw-material producing 
countries who may later on be unable to 
afford our exports. Equally, our present 
relaxations have their dangers in that they 
encourage both domestic consumption and 
imports and could make exports seem less 
urgent. ‘This has been the situation in most 
of the years since the war and it could easily 
recur. Relaxation can only be countenanced 
so long as there is some slack in the economy 
and so long as the old situation of too much 
money chasing too few goods does not 
reappear. 


Future Viewed with Confidence 


After reviewing industrial conditions, Sir 
Eric Carpenter concluded: I view the future 
with confidence. Although we now have 
rather more unemployment than we like, | 
expect to see this reduced in the coming 
months and if some industries are at present 
finding things difficult these problems 
should, and I hope will, lessen shortly. Our 
economy is now more soundly based, the 
monetary situation both at home and abroad 
is much more healthy and an air of greater 
confidence pervades the economic scene. 
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question of a charitable bequest to The 

Salvation Army, will you be ready with the answers? The Salvation Army will be 
glad to hear from you at any time and comprehensive information is given in the 
booklet ““Samaritan Army” which will gladly be sent on receipt of this coupon. 





The Salvation Army 


113, Queen Victoria Street, London, E.C.4 


Please send me a copy of your 
free booklet “Samaritan Army.” 





Name _ 


Address 















































































, Sir 
iture 
have 
ce, | 
ning 
sent 
lems 
Our 
the 
road 
-ater 


> 
~e 


U.K. Income Tax-free bonus of £3 per cent after 7 years. 
Worth £5.13.6 per cent (gross), when income tax is paid at 
8/6, if held for full period. 

NOTE Income tax is not deducted at source. 


Maximum holding £2,000 


(exclusive of holdings of previous issues) 


Free details from Post Offices, Banks or through your Stockbroker 
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THE MITSUBISHI BANK LIMITED 





Favourable Results 





Mr. Mitsuo Ogasawara’s Review 





HE following is the report of the 

President, Mitsuo Ogasawara, for the 

seventy-seventh term of the Bank 
(April 1, 1958-September 30, 1958) :— 


General Business Conditions 


A general survey of overseas economic 
conditions during the term under review 
reveals that the U.S. economy has shown 
signs of gradual recovery from the business 
recession that prevailed during the last 
term, thanks to the adoption of successful 
anti-recession policies, such as an augmenta- 
tion of government expenditure and an 
easy-money policy. Marked examples have 
been seen in the significant resurgence of 
industrial production, the decline in excess 
inventories and the increase in individual 
incomes. However, since there appears an 
indication of creeping inflation, as evidenced 
by the abnormal activities on the stock 
markets, the Government again reverted to 
a tight-money policy, through successive 
raises in the official discount rate of the 
Federal Reserve Banks since August this 
vear. 

On the other hand, most European 
countries registered favourable balances of 
payments resulting in a steady increase in 
their gold and foreign exchange reserves, 
while their national economies continued, 
in general, at a slackened or sidewise pace, 
the outstanding example being the United 
Kingdom, where, due to the strong tide of 
the business recession, positive easy-money 
policies were adopted with three successive 
reductions in the official discount rate 
during the term. 

Further, almost every south-east Asian 
country has been suffering from the con- 
tinued outflow of gold and foreign exchange 
reserves owing to the depressed market 
conditions. ‘Thus, despite the business 
upturn in the United States, the prospect 
for world economy is still far from re- 
assuring. 


Domestic Conditions 


Generally speaking, our national economy 
has been sluggish except for the good agri- 
cultural harvest and a partial boom in some 
specific industries, while the general eco- 
nomic outlook has gradually revealed signs 
of a further decline. 

That is to say, although consumer spend- 
ing has been maintained on a relatively high 
level, exports and investments on plant and 


equipment have levelled off. Despite the 
curtailment of industrial operations, which 
was continued or even intensified on a 
broad front in order to adjust the unbalance 
between growing productivity and declining 
demand, inventory adjustment has not neces- 
sarily proceeded smoothly, which resulted 
in a dull market condition, a fall in com- 
modity prices and a lesser margin of 
company profits. 

Under the circumstances cited, the de- 
mand for some positive anti-recession 
measures has gained in strength. In the 
face of such demand and also with a view 
to normalizing the financial mechanism, 
the Bank of Japan reduced its official dis- 
count rate twice in June and September by 
1.095% in the aggregate. 

Meanwhile, under the influence of the 
unfavourable overseas economic conditions 
mentioned above, exports from this country 
have remained stagnant. Our balance of 
payments, however, has continued to_ be 
favourable, due to the drastic decrease in 
imports, with an overall excess receipts of 
U.S. $234 million for the term. 


Domestic Financial Conditions 


Due to the outflow of government funds 
from the Foreign Exchange Funds Special 
Account and also the tardy receipt of tax 
revenues, the balance of receipts and pay- 
ments of government funds during the term 
under review showed an excess of payments 
of Y80,500 million, which, combined with 
a fall in the demand for industrial funds, 
has tended to relieve the money market 
condition. The reductions of the official 
discount rates by the Bank of Japan have 
occasioned a general decline in the interest 
rates on bank loans as well as the call money 
rate. 

Meanwhile, a continuous contraction of 
the note issue of the Bank of Japan has 
been witnessed with an aggregate reduction 
of Y3,800 million in circulation throughout 
the term, the outstanding circulation at the 
end of September being Y684,800 million. 
Consequently, advances to commercial 
banks by the Bank of Japan have decreased 
sharply to the outstanding balance of 
Y507,100 million at the end of the term. 

As a result of the sizable excess of pay- 
ments from government funds and the 
steady increase in savings by the public, 
deposits in all banks have achieved 4 
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remarkable rise of Y499,700 million during 
the term to reach Y6,207,700 million at the 
end of September, while loans by these 
banks have increased by Y381,700 million 
to reach Y5,530,300 million at the end of 
the period. 


Record of the Bank 


Having regard to the overseas and 
domestic economic conditions above cited, 
the Bank has continued to exert its utmost 
efforts to consolidate its operations and to 
develop still further its business activities, 
with the results mentioned below. 

Comparison of the principal accounts of 
the Bank in recent terms is shown here- 
under: 


COMPARATIVE STATEMENT OF PRINCIPAL 


ACCOUNTS 
(Unit: Million Yen) 
Sept. March Sept. 
30, aa. 30, 


1958 1958 1957 
Deposits 482,884 443,131 404,302 
Loans and Bills 


Discounted 399,767 375,518 343,508 


Securities Held 56,918 51,142 41,950 
Money’ Bor- 
rowed (Call 
Money in- 
cluded) 60,591 66,431 58,590 
Capital Funds 15,476 15,098 14,721 
Gross Profit for 
the ‘Term 2,477 2,469 2,379 
(Net Profit) (1,075) (1,074) (1,070) 
Deposits 


Deposits with our Bank increased by 
Y39,753 million during the term to Y482,884 
million at the end of September, 1958, an 
advance of about 9.0% over the figures at 
the end of the previous term. ‘Time de- 
posits and government deposits accounted 
for 49.0% of the total at the end of the 
term, and long-term deposits, including 
deposits at notice and others, for 56.3% of 
the total. This percentage indicates a 
stabilization of deposits, and is also a factor 
contributing to the Bank’s effective utiliza- 
tion of its working funds. 


Loans and Bills Discounted 


Loans and bills discounted, including 
those for the settlement of import bills, 
stood at Y399,767 million at the end of the 
=. an increase of Y24,248 million, 
or 0.4%. 


Security Holdings 


The Bank’s security holdings at the end 
of September, 1958, reached Y56,918 mil- 


lion, an increase of Y5,776 million, or about 
11.3% higher than the figure at the end of 
the previous term. Among these, corpora- 
tion debentures and government bonds 
amounted to Y44,707 million, or 78.5% of 
the total holdings. ‘The balance comprises 
corporation stocks, U.S. Treasury bonds, 
Japanese municipal bonds, etc. 


Borrowings 


Money borrowed from the Bank of Japan 
and other sources, including that for the 
settlement of import bills and call money, 
decreased by Y5,840 million to be Y60,591 
million, orab out 8.8% below the corre- 
sponding figures at the end of the previous 
term. 


Foreign Activities 


With overseas branches in New York 
and London and a network of corre- 
spondents throughout the world, the Bank 
has been in a position to render satisfactory 
services in every field of foreign trade. 
During the term, export bills and inward 
remittances bought by the Bank amounted 
to U.S. $115 million in total, while the 
import bills and outward remittances sold 
were U.S. $119 million. 


Profit 


The Bank could realize a satisfactory 
gross profit of Y2,477 million during the 
term. The net profit was Y1,075 million, 
after reserving Y2,534 million for possible 
loan losses, price fluctuations and retirement 
allowances, in addition to providing Y883 
million for depreciation of loans, securities, 
and movable and immovable assets, while 
Y2,015 million was withdrawn from these 
reserves during the term. An amount of 
Y380 million has been transferred to legal 
and special reserves from the net profit. 

Attention again may be called to the 
policy we have followed of increasing various 
reserves. Appropriations from the earned 
profits for all these reserves, except those 
for taxes, accounted for 71.9% of the 
Bank’s gross profit for the term. ‘The 
resultant increased reserves will further 
strengthen and increase substantially the 
Bank’s own funds. 


Dividend 


A dividend of 10% per annum on the 
capital stock, totalling Y275 million, will be 
paid for the current term after appro- 
priating a substantial sum of the profit for 


reserves. 
Capital Funds 
The capital funds of the Bank amounted 








to Y15,476 million, of which Y5,500 million 
was paid- -up capital and Y9, 976 million 
total capital reserves, including surplus 


funds. 


Conclusion 


It is most gratifying that the Bank was 
able to attain the favourable results men- 
tioned, with the wholehearted support of 
the shareholders and clients of the Bank. 

It must be mentioned, however, that the 
economic outlook here does not warrant 


any optimism, and particularly in the face? 
of a current down-trend in interest rates on’ 
loans, and we shall have to be prepared for 
the unfavourable influence it may have on? 
the earning power of the Bank. 

The Bank management will continue to} 
make every effort to maintain a sound 
banking policy, adapting itself to changing | 
circumstances, and the staff can be relied” 
upon to meet the expectations of the share- 
holders in further strengthening the manage. | 





Your Children 


FOR SPECIAL LEAFLET APPLY TO: 


(Telephone: CITy 7761) 





Head Office for Great Britain and Ireland 
5 CHEAPSIDE, LONDON, E.C.2 


‘THE CHILDREN’S POLICY ”’ 


Safeguard the Future Welfare of 


ASSOCIATION 
0 


AUSTRALASIA 


LTD 








For the convenience of overseas readers, 
subscriptions can be paid in local currency 
to any of the following addresses : 


France. 


Italy. Messaggerie Italiane S. p.A., 
Greece. 


Brazil. R. B. Turnbull Ltda., 


Street, 





U.S.A. British Publications Inc., 30 East 60th Street, 
Canada. Wm. Dawson & Sons Ltd., 587 Mount Pleasant Road, Toronto 12. 


THE BANKER, 36 rue du Sentier, Paris 2 (e). 


If any difficulty is experienced please notify The Circulation Manager, 
London, E.C.2 


The Banker 


is obtainable from booksellers or newsagents, or from 
The Circulation Manager, 72 Coleman Street, London, 
E.C.2, for 42/- per year, including postage. 

scription 21/- for 6 months, including postage. 


Special rate for students on application. 


Trial sub- 


New York 22. 


Germany. ‘THE BANKER, Siebengebirg-strasse 5, Bon 
Belgium. W. H. Smith & Son Ltd., 71/75 Recher yrewe Max, Brussels. 


Switzerland. <Azed A.G., Dornacher- strasse 62, Basle. 
2 Via P. Lomazzo, Milan. 


International Book and News Agency, 17 Amerikis Str., Athens. 
Praca da Republica 148, Sao Paulo. 


Or from Newsagents in all countries. 


72 Coleman 


TR TT EM: TE TLE ICL LEE TI of ttre ene 











